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THIS LIVING CIRCLE STRENGTHENS THE AMERICAS 


The Maya civilization, centuries ago, rose to great 
heights and then perished in the jungle. Why? 
Perhaps because this remarkable people relied on 
one crop—corn; perhaps because they lacked eco- 
nomic and cultural contact with others. 

We of the Americas now realize that Interde- 
pendence is the key to our survival. Today not one, 
but many crops and products flow northward from 
Central America... coffee, hides, lumber, bananas, 


cacao, abaca... 

Dollars for these crops and Central America’s 
goods and services flow southward. They buy re- 
frigerators, telephones, cars, tractors, and other 
manufactured articles. 

Thus we have a living circle of economics that 
strengthens the Americas, bringing the people of 
the American Republics closer and closer in bonds 
of friendship and better living. 


United Fruit Company 

















United Fruit Company has been serving the Americas usefully for 56 years— 
reclaiming wasteland, stamping out disease, developing human skills, helping 
by research, new techniques and transportation, to increase the production 
and sale of bananas, sugar and other crops, and expediting communications, 
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One of the Intangibles 


An executor’s duties are many and varied; 
each year they become even more complex. 
But the most important duty is apt to be 
one which does not appear on the surface 
—to advise the family how to cope with 
the problems ahead. 

At the United States Trust Company you 
will find a constant awareness that we are 
dealing with people—not merely “accounts”. 


The families that look to us for guidance 
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find that our officers have the time and 
interest to talk over personal as well as 
financial problems. Essential as principal 
and income are, there may be occasions 
when members of the family—a son or a 
daughter, for example—find the sincere in- 
terest of a mature adviser equally important. 

These relationships are not created in a 
day; now is the time to start building such 


protection for your family. 
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RESOURCES 
Cash and Due from Banks ............. $ 898,913,039 
U. S. Government Securities Mh 697,433,284 
U. S. Government Insured F. H. A. Mort- 

gages ret 71,182,773 
State, Municipal and Public Securities . . 177,327,654 
Stock of Federal Reserve Bank Te 4,511,700 
Other Securities 30,618,488 
Loans, Bills Purchased and Bankers’ Ac- 

ne SS a 1,164,754,950 
I eo es ie tee eae re 30,410,254 
Banning FiGuses ... . . . . wee 18,073,969 
Customers’ Liability for Acceptances _._. 35,713,419 
Accrued Interest and Other Resources 8,091,239 

$3,137,030,771 
LIABILITIES 
Capital (5,039,000 

shares-——$10. par) $ 50,390,000 
ere 100,000,000 
Undivided Profits 56,263,500 $ 206,653,500 
Reserves for Taxes, Unearned Discount, 

Interest, etc. a 22,031,632 
Dividend Payable January 15, 1957 2,519,500 
Outstanding Acceptances 36,741,020 
Liability as Endorser on Acceptances and 

Foreign Bills Re Re ED 8% 21 737; 262 
i Oe ee RS 2,126,742 
he ad on sure ata ae a ee 2,845,221,115 

$3,137,030,771 


United States Government and Other Securities carried at $120,969.440 are pledged to 
secure public funds and trust deposits and for other purposes os required or permitted by law. 


Member Federal Reserve System 
Member New York Clearing House Association 
Member Federal Deposit Insurance Corporation 
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Cover Picture . . . All but one of our 22 
largest cities are located on ocean, lake or 
navigable river, and that one dug a canal 
to the Gulf. Pittsburgh, where the Alle- 
gheny and Monongahela rivers meet to 
form the Ohio, illustrates the kinship of 


water, people and industry . . . The rivers 
of the United States constitute a major part 
of the nation’s water resources — the most 


important of all natural resources. And it 
is becoming a crucial one as our population 
increases, and our scoial and economic de- 
velopment makes new and greater demands. 
This issue of TRUSTS AND ESTATES contains 
the first of a series of articles discussing the 
importance of water, its availability and 
the use of scientific methods for improving 
the supply or distribution. The author, Edgar 
T. Olson, is a nationally known engineer 
and consultant on water problems. 


Photo of “Golden Triangle’ courtesy of 
Pittsburgh Chamber of Commerce 
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MID-WINTER TRUST CONFERENCE 


The 38th Mid-Winter Trust Conference of the American Bankers 
Association Trust Division will meet at The Waldorf-Astoria in New 
York on February 4-6. After the address of Thoburn Mills, president of 
the Trust Division and vice president and trust officer of National City 
Bank, Cleveland, the conference will hear William E. Singletary, presi- 
dent of the Financial Public Relations Association and vice president, 
Wachovia Bank & Trust Co., Winston-Salem, on A Public Relations 
Program for a Trust Department. Raymond Rodgers, professor of 
banking at New York University, will address the assembly on The 
Impact of World Developments on Money & Capital Markets. 


On Monday afternoon four sessions will run concurrently. In the 
first, John D. Hartman, vice president and trust officer, Poudre Valley 
National Bank, Fort Collins, Colo., will speak on Problems of Smaller 
Trust Departments, and Arthur W. Joyce, senior vice president, Studley, 
Shupert & Co., will present A Practical Trust Investment Program. 
Ralph A. MclIninch, president, Merchants National Bank, Manchester, 
N. H., will head a panel discussing Problems of Smaller Trust Depart- 
ments. 


The second Monday afternoon session will include Recruiting and 
Training of Trust Personnel by Robert Coltman, vice president Phila- 
delphia National Bank, and Operation Problems of a Medium Trust 
Department by Joseph T. Keckeisen, vice president and secretary, First 
National Bank, Chicago. A panel on Problems of Medium Trust Depart- 
ments, will be led by John N. Adams, vice president and trust officer, 
First National Bank, Portland, Ore. 


The third Monday afternoon session will hear Frederick S. Beebe 
of Cravath, Swaine & Moore, New York, on Problems in the Termina- 
tion of Employee Benefit Trusts, and a panel with four talks relating 
to Employee Benefit Plans. 


At the fourth concurrent Monday afternoon session Frank J. Pohl 
of Burgwin, Ruffin, Perry and Pohl, Pittsburgh, will present Administra- 
tion of Trust Indentures by Corporate Trustees. A panel on Problems 
of Corporate Trust Departments, will be headed by Sanford L. Smith, 
vice president, City Bank Farmers Trust Co., New York. 


The Tuesday morning session will hear an address by Cyril R. 
Greene, manager, Guaranty Executor & Trustee Co., London, England, 
on Administration of English Assets Held in American Estates. Carter 
T. Louthan of Angulo, Cooney, Marsh & Ouchterloney, New York, 
and Erle Cocke, president of the American Bankers Association, who is 
vice chairman of the board and chairman of the executive committee, 
Fulton National Bank, Atlanta, will also speak. Beneficiary Controls of 
Trustee’s Discretion in Regard to Income or Corpus Distributions will 
be presented by A. James Casner, professor of law, Harvard Law School. 


At the Tuesday afternoon session, Donald B. Macurda, partner, 
F. S. Smithers & Co., New York, will discuss /nvesting in the Aluminum 
Industry, and Shelby Cullom Davis, of Shelby Cullom Davis & Co., will 
present The Jekyll and Hyde of Insurance. A panel on Investments will 
be led by E. T. Bartlett, vice president, Cleveland Trust Co. 


The final session on Wednesday will include Trust Examinations by 
Robert C. Masters, associate director, Division of Examinations, Board 
of Governors of the Federal Reserve System; an address by David F. 
Maxwell, president of the American Bar Association; and A Selling Job 
Which We Should Take On Together by F. Miles Flint, vice president 
and senior trust officer, Citizens National Trust & Savings Bank, Los 
Angeles. Sir Hugh Stott Taylor, dean of The Graduate School of Prince- 


ton University, will be the luncheon speaker. 


The Proceedings will be published in the March issue. 























American Bar Association 
Section of Real: Property, 
Probate and Trust Law 
Names Committee Chairmen 


Advisory Committee and Extension of 
Section Activities: Rush H. Limbaugh, 
Cape Girardeau, Mo. 


To Cooperate with National Conference 
of Commissioners on Uniform State 
Law: William H. Dillon, Chicago 


Liaison: Daniel M. Schuyler, Chicago 


Membership: Joseph Trachtman, New 
York 


Relative Priority of Government and 
Private Liens: Harold L. Reeve, 
Chicago 


Rules Against Perpetuities: Lewis M. 
Simes, Ann Arbor, Mich. 


Acceptable Titles to Real Property: 
Gardner Smith, Kansas City, Mo. 


Current Literature Relating to Real 
Property Law: Ralph Norvell, Jr., 
Waco, Tex. 


Improvement of Conveyancing and Re- 
cording Practices: John C, Payne, Uni- 
versity, Ala. 


Planning and Developing Metropolitan 
Communities: Allison Dunham, Chi- 
cago 


Significant Decisions on Real Property 
Law: Ray L. Potter, Detroit 


State and Federal Legislation Affecting 
Real Property: Boyd Ewing, Nevada, 
Mo. 


Fees and Commissions in Probate Pro- 
ceedings: Vincent Cullinan, San Fran- 
cisco 


Improvement of Probate Procedure: 
Christian M. Lauritzen, II, Chicago 


Simplification of Security Transfers by 
Fiduciaries: Alfred F. Conard, Ann 
Arbor, Mich. 

Accountability of Trustees of Charitable 
Trusts: Harold J. Clark, Chicago 


Changing Concepts of Trust Invest- 
ments: Elmer L. Fingar, White Plains, 
IN Ss 


Pension and Profit Sharing Trusts: Gor- 
don T. Wallis, New York 

Draftsmanship: Wills and Trusts: Har- 
rison F, Durand, New York 


Management of Infants’ and Incompe- 
tents’ Property: James O. Wynn, New 
York 

Significant Trust and Probate Decisions: 
Paul E. Iverson, Los Angeles 

State and Federal Taxation: Byron 
Bronston, Chicago 

State Legislation Affecting Trusts and 
Estates: P. Philip Lacovara, New York 

Trust and Probate Literature: W. F. 
Schulz, Jr., Pittsburgh 


TRUSTS AND ESTATES 





aSTETlCG<trre:tlC(<tir)SsK e,hlCiCrhOelmlC lle lClUC ka lClCO 


me 











INVESTMENT DYNAMICS 


OUR GREATEST RESOURCE: WATER — Gold is 
the classic paragon of value in natural 
resources; Oil is a modern counterpart. 
But it is that plebeian element that covers 
most of the earth's surface, Water, that 
must claim our highest tribute and 
thoughtful attention. Industry, Farming, 
Government and the Home are all becoming 
more critically dependent on the avail- 
ability of proper water supplies, as 
drought, population and industrial needs 
conspire to create shortages in many 
areas. 


As water supply dictates location of the 
world's agricultural economy, so it is 
now prescribing industrial and residen- 
tial locale. To provide a picture of its 
vast impacts on our society in the very 
near tomorrow, and the problems and pos- 
Sible solutions, the editors of "Trusts 
and Estates" have planned a series of 
articles by leading authorities in the 
"water world," including Gilbert Clee and 
John Thornton of McKinsey & Co. and Edgar 
T. Olson of Sanderson & Porter, whose 
article, outlining the far-reaching ways 
in which water influences our ecomonic 
life, appears in this issue (p. 8). 

Subsequent issues will carry exclusive 
articles on the investment implications 
of developments in other natural resources 
and in dynamic industries such as Air 
Transport, Bituminous Coal, Building Ma- 
terials, and Food Processing and Distri- 
bution. 





FINAL REGULATIONS ON INCOME TAXATION 
of trusts, estates and beneficiaries were 
issued by the Treasury last month. The new 
rules will be discussed in the next issue 
by George Craven and Henry Cassorte Smith. 


TEN SPECIFIC AREAS IN WHICH THE AC- 
COUNTANT can render valuable service in 
estate planning are highlighted by Allen 
Tomlinson, C.P.A. (p. 20). They include 
computation of the marital deduction, tax 
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Savings on short-term truts and allocation 
of administration expenses against income 
or estate tax. 


THE PROPOSED ESTATE TAX REGULATIONS con- 
tain some unwarranted or confusing pro- 
visions which must be corrected in the 
final version or by legislation, according 
to Vance N. Kirby (p. 12). Odd results, 
for example, follow from the new treat- 
ment of the credit for tax on prior trans- 
fers. The requirement of full considera- 
tion in connection with buy-sell agree- 
ments finds no support in the law or de- 
cisions. Questions on taxation of annui- 
ties, particularly those payable under 
unfunded plans, remain unanswered. The in- 
terpretation of the new "Specific portion" 
method of obtaining the marital deduction 
likewise seems unnecessarily restrictive. 


Proposed Gift Tax Regulations have just 
been issued and will be analyzed in the 
March issue by Walter L. Nossaman. 


OVER A MILLION PEOPLE WILL PROBABLY READ 
the 34-page article on Estate Planning in 
the Dec. 28 issue of U.S. News & World 
Report. Excerpted from the new edition of 
Rene Wormser's book "Personal Estate Plan- 
ning in a Changing World," it provides, in 
lay language, a guide that should lead 
many people to take advantage of the sav- 
ings and protections the author points 
out, not only by a well-conceived will but 
perhaps even more by trusts, living or 
testamentary, personal, business or pen- 
Sion, and proper use of insurance. Espe- 
cially noteworthy are Mr. Wormser's com- 
ments and suggestions about the people who 
Should be considered in financial plan- 
ning, whether it be the "forgotten woman" 
(the daughter-in-law who is so often by- 
passed if her husband dies first), the 
business partner or the life partner. 





ANNUAL REVIEWS SHOULD BE MADE OF AMEND- 
ABLE TRUSTS, as well as of wills on file, 
to assure that they are not only in legal 
or tax conformity with present require- 
ments, but particularly that they conform 





to foreseeable needs of the beneficiaries, 
and have adequate funds to accomplish the 
testator's or trustor's intentions. For 
example, the trust set up ten years ago 
can provide barely half the living stan- 
dard of that time; the restriction to in- 
come only or the limitation to investment 
in fixed-income securities may not be what 
would be desired if the client recon- 
Sidered today........Tnere is almost cer- 
tainly some deadwood in many a bank's will 
files: people who have moved away and per- 
haps changed appointments, superseded 
wills, cases of inadequate assets or un- 
necessarily complicated or vulnerable es- 
tateS...e...e-lhne revised edition of STANDARD 
CLAUSES FOR WILLS, beginning in this issue 
(p.- 16), Should prove suggestive. And the 
adaptability of living trusts needs to be 
looked at at least "once in a blue moon." 


STOCK-HOLDINGS OF COMMON TRUST FUNDS, at 
60.4% of total assets, compared with 60.1% 
at the end of 1955. The first 118 Fund re- 
ports tabulated for '56 show 50.0% of 
common and 10.4% of preferred stock out of 
portfolios totalling $1,198,198,194, as of 
their report dates. This was a slight in- 
crease in proportion of commons over last 
year (48.6%) and a slight decline in pre- 
ferreds (11.5% end of '55). In the discre- 
tionary type Funds the common and pre- 
ferred holdings accounted for 65.5%, 
against 40.7% for legal or restricted 
Funds. Tabulation and list of common 
Stocks at p. 60. 


PROFITS DIP BUT DIVIDENDS RISE: The 
President's Council of Economic Advisers 
reports that corporate profits have de- 
clined in the July-September quarter, the 
first drop in two years, and estimates are 
for an annual rate of $42.2 billion or 
half a billion below 1955. And as market 
experts, like Charles A. Schmutz, presi- 
dent of Standard & Poor's, see prospects, 
1957 will be "a year of conflicting trends 
for individual companies, emphasizing the 
need for a selective approach by inves-= 
tors." The outlook for dividend payout is 
bright, however, as the 1956 declarations, 
in spite of their record total, were "a 
historically low proportion of earnings" 
for leading corporations. Canadian com- 
panies too set a record of over $700,000,- 
000 payments, up 12% from 1955. 


THE FULBRIGHT COMMITTEE'S STAFF REPORT 
on Institutional Investors and the Stock 
Market, inquiring into causes of the stock 
market rise of the 50's, provides a great 
wealth of statistical information but ap- 
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pears inconclusive as to the impact of in- 
stitutional transactions on the movement 
of stock prices. The institutions assem- 
bled a great amount of data in aid of the 
Committee Staff with the investment com- 
panies particularly prolific in the quan- 
tity of information furnished. Of particu- 
lar value is the detailed month-by-month 
study of 25 selected stocks for the period 
January 1953 — October 1955. (See p. 46) 

Need for uniform data covering trustee 
administration of personal trust accounts 
is pointed up by the conflicting and in- 
conclusive result of the Staff's survey of 
only 875 accounts in 35 trust institu- 
tions, which apparently finds trustee in- 
vestment policy for personal accounts and 
common funds diametrically opposed, the 
first selling stocks on a rising market, 
the second buying. (See p. 43) 


1957 DIVIDENDS ARE REASONABLY SECURE 
even if growing competition and higher 
costs pare profit margins, according to 
consensus of 50 trust investment officers. 
Sound equities continue in investment 
favor for retention but current bond 
prices, at best levels for 25 years, 
major attractions. (See p. 34) 


offer 


LIKE ALICE IN WONDERLAND, THE ECONOMY 
has to keep running — and at record pace — 
to seem to even hold its own. We have be- 
come spoiled by record highs in GNP, in 
personal income, corporate sales, stock 
market values and dividends so that any- 
thing but an increase appears like a 
recession. 


Actually, forums of eminent economists 
and business leaders sponsored by the Na- 
tional Industrial Conference Board and the 
Chamber of Commerce of the U.S. recently 
affirmed belief in continued "good times" 
well into '57, with many opining that a 
breath-catching lull would be followed by 
new highs, in production, wages, and, un- 
fortunately for all, in prices......Popu- 
lation growth has been widely touted as 
the spark-plug of ever-mounting economic 
activity. But just more people doesn't 
make prosperity; productive employment at 
just wages is the real basis, and age and 
dependency make vast differences all the 
way from baby shoes to pension funds. More 
population can also be a drain on the 
higher bracket taxpayer, as mounting costs 
of public services outrun tax contribu- 
tions of those voting the services. There 
will, for instance, be 50% more children in 
high school in 1965, and a great many 
more retired persons. 
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MELLON NATIONAL BANK 
AND TRUST COMPANY 


PITTSBURGH 
Statement of Condition, December 31, 1956 


RESOURCES 


Cash and Due from Banks ~ «6  «  « $ 454,820,159.51 
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U.S. Government Securities . . . . . .. . 369,378,292.31 
Other Public Securities . . . . . . 2. « « 185,008,028.06 
Other Securities . «+ & we we + & 33,764,962.38 oN 
Loans and Discounts . : +. & &© &# & « 930,451,974.55 ¥ 


Bank Buildings and Equipment . . . . .. . 19,098,126.53 
Other Resources. . . . «© «© © «© «© «© « 10,556,772.64 





$2,003,078,315.98 
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Capital . ‘ ‘ ‘ ‘ ‘ ‘ P > . a ; . $  60,100,000.00 
Surplus . ‘ ‘ . ; : ‘ . P ‘ . ; ‘ 180,000,000.00 
Undivided Profits ; «© €e i ee = &e «we we 11,076,929.53 


Due Depositors . . . . «. «© « « «+ «  «  1,736,243,126.80 
Reserves—Taxes and Expenses . . . . .. . 9,229,704.86 
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is Other Liabilities . 2. 2. 2. 2. 2 e we eee 6,428,554.79 
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¥ $2,003,078,315.98 

% 

® 

* DIRECTORS 

¥ ARTHUR V. DAVIS EDWARD J. HANLEY H. W. PRENTIS, Jr. 

x FRANK R. DENTON HENRY J. HEINZ, Il GWILYM A. PRICE 

as J. FRANK DRAKE HARRY B. HIGGINS WILLIAM C. ROBINSON 

% RALPH S. EULER ROY A. HUNT WILLIAM M. ROBINSON 

e RAYMOND EF. EVANS BENJAMIN F. JONES, 3RD ALAN M. SCAIFE 

x BENJAMIN F. FAIRLESS CHARLES LOCKHART WILLIAM WATSON SMITH 
4 % CHILDS FRICK GEORGE H. LOVE WILLIAM P. SNYDER, Jr. 

WILLIAM B. GIVEN, JR. RICHARD K. MELLON GEORGE W. WYCKOFF 


LAWRENCE N. MURRAY 


United States Government securities carried at $136,162,538.42 are 
pledged to secure deposits of public monies and for other purposes. 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 








KEP © KE BP © KE DD OE SD OLE SOLE TH OLE OK 2 OLE 2 OLE TO 





Lk AS PP2, OOS 222, B® 
OX > OK HOKE I OK 77 @ 


2s. 


BE F20 O KE TIP OE 59 OE 9 WOKE 7 OLE TOKE BO KE 59 OE 5 WOKE 0 O KE TOKE 2 OKE 277 OE 2 OLE 











January 1957 











Our Greatest Resource — and Concern 


Wats HAPPENING TO OuR WATER? 


PART I: APPRAISAL OF EXPANDING NEEDS 
AND FULFILLMENT POSSIBILITIES 


. And the children of Israel 
journeyed from the wilderness, ac- 
cording to the commandment of 
the Lord and pitched in Rephidem; 
and there was no water for the 
people to drink. Whereof the peo- 
ple said, Give us water that we 
may drink. And the people mur- 
mured against Moses. The Lord 
spoke to Moses, Behold I will stand 
upon the rock of Horeb; and thou 
shalt smite the rock and there 
shall come water out of it, that 
the people may drink. And Moses 
did so in the sight of the elders of 
Israel... (Exodus 17). 


HE PROTEROZOIC (BEGINNING OF 

life) is the series of rocks or stratum 
marking a long range in the world’s 
history. It indicates that wherever the 
shore line ran there was life, which 
went on, in and by and with water as 
its home, its medium and its funda- 
mental necessity. No creature can 
breathe or digest food without water. 
What all living beings really breathe is 
oxygen from the air dissolved in wa- 
ter. The air we ourselves breathe must 
first be dissolved in the moisture in our 
lungs, and all our food — with the aid 
of enzymes — must be liquefied before 
it can be assimilated. Man requires the 
intake of at least a pint of water per 
day just to sustain life. During Neolithic 
Times (10,000-12,000 years ago) the 
people liked to settle near water. It was 
their life blood for drink and food. 
A drought in Switzerland during the 
winter of 1954, when the water level 
of one of the lakes sank to an un- 
heard of low level, revealed the founda- 
tions of prehistoric pile dwellings of that 
Age, built over the water after the 
same fashion that exists today in Siam, 
Indonesia, Celebes, Madura and else- 
where. Similar dwellings have been 
found in Scotland, Ireland and else- 
where. 


*With Sanderson & Porter, New York, N. Y. 
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EDGAR T. OLSON* 


Sanderson & Porter, New York, N. Y. 


These lake villages had a considerable 
defensive value in living over or near 
flowing water, from which safety de- 
rived the making of moats around the 
castles of princes and kings during the 
Middle Ages. Among the greatest en- 
gineering feats are those dealing with 
water, from the famous Roman via- 
ducts to the Panama — and Suez — 
Canal. They provide the greatest water 
highway system of transportation. 


Consequences and Compound 


The history of civilization is a record 
of floods, droughts and pestilence in 
which millions have died, as have many 
more on ships wrecked by storm. Water 
itself sometimes carried deadly living 
organisms and mineral contaminants, 
causing cholera, amebic dysentery, ty- 
phoid fever and other diseases. It nur- 
tured the development and growth of 
the mosquito until it was capable of 
flying away from its watery nest to 
transmit malaria, yellow-efever and 
dengue through much of the world. In 
the Spanish-American war about 100 
men died of typhoid to every one killed 
or wounded by bullet. 


Only in recent times have we learned 
the techniques and methods for puri- 
fying water to make it safe for human 
consumption. Man has come a long way 
since Hernando de Soto (about 1539) 
thought he found the “Fountain of 
Youth” in Florida. For centuries phil- 
osophers have argued as to what water 
was; many considered it as one of the 
elements. Not until 1766, when Caven- 
dish made pure hydrogen and burned 
it in air to form water, did it become 
recognized as a definite compound. 


The world appears to be blessed with 
sufficient “fresh” water; there is no in- 
dication that the total water in the world 
is inadequate. The total supply as rain 
or other precipitation is manyfold 
greater than our foreseeable needs. E. R. 
Gilland of M.I.T. reports the average 
rainfall for the total land area is 3 to 5 
feet per year. Four feet per year on all 
the land area of the world would cor- 
respond to some 30,000 gallons per in- 
habitant per day. The average for the 
United States is about the same. This 
would be very adequate if it were avail- 
able when and where needed. 
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About seventy-five per cent of the 
earth’s surface is ocean, to which reser- 
voirs all water eventually returns via the 
rain cycle, which is like that of a huge 
distilling apparatus. Of the water that 
falls on the earth’s surface, about one- 
third flows back to the ocean by surface 
water courses. The rest is evaporated, 
temporarily collected in lakes, or sinks 
into the ground to reappear as springs 
and wells, or eventually to reach the 
ocean by subterranean streams and 
rivers. 


The Drought and River Usage 


While total rainfall in the United 
States is adequate, shortages are occur- 
ring throughout the country. During 
1954 over 1,000 towns and cities cur- 
tailed consumer use (U.S. Dept. of In- 
terior, Water Resources Review, 3, 
1954) Conditions were even worse in 
1955 and 1956, particularly in the 
Southwestern area. This drought belt 
runs from western Missouri to Utah and 
Arizona, across Kansas, Oklahoma, 
Colorado and New Mexico. The whole 
Southwest and Central Texas have been 
suffering a castastrophic drought for 
nearly seven years. 


Thirteen plants in the Beaumont, 
Texas, area were saved at the eleventh 
hour from an enforced 56% cutback 
in water usage by heavy rains late in 
October 1956. A water shortage of “un- 
precedented” critical proportions had 
led the Lower Netches Valley Authority 
to the brink of such drastic action. 


The Beaumont case may well be some- 
thing of a forewarning for water users 
everywhere, droughts or no droughts. 
Dr.. Walter P. Webb of the University 
of Texas has written a book based on a 
Department of Interior report. Its thesis 
was simple: capture and make use of the 
water Texas can count on having year 
in and year out, regardless of drought. 
There are ten important rivers in Texas 
that run into the Gulf. An average 
63,000,000 acre-feet of water (one acre 
to twelve inches deep) flow down these 
rivers each year. Texas captures 9,000,- 
000 acre-feet. All the rest, 54,000,000 
acre-feet, runs wasted into the Gulf, car- 
rying an estimated 80,000,000 tons of 
earth with it. 

Rain-deficient Southern California is 
also in a dilemma. Eight Northern coun- 
lies, largely mountainous, receive a dis- 
proportionate amount of the annual rain 
and snowfall. A multi-billion dollar 
statewide water plan proposal involving 
gigantic reservoirs and a web of canals 
to transport surplus water hundreds of 
miles to the rain-deficient southern coun- 
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WATER USED IN THE UNITED STATES, 1955 


Use of water in each geographical area. The increasing use of water has pushed 
daily consumption to more than 170 billion gallons a day (excluding that used 
for water power generation), says K. A. MacKichan, U. S. Geological Survey 





ties has provoked strong sectional feel- 
ings. Northern counties are insisting 
upon their prior rights to every drop 
of water they may need now or in the 
future. 


It May Start Many Miles Away 


Reports from all over the country, with 
respect to water shortages, are becom- 
ing more numerous and critical. The 
City of Grand Rapids, Mich., finding 
wells and other local sources inadequate, 
is planning to obtain its requirements 
from Lake Michigan. Dow Chemical in 
Midland, finding the Tittabaussee River 
insufficient as a source of industrial sup- 
ply, have tapped Lake Huron about 
thirty miles away. And recently, water 
from Lake Michigan had to be diverted 
into the Illinois River to provide suffi- 
cient water in the Mississippi to avoid 
a shutdown of barge transportation from 
Gulf ports to St. Louis. 


According to a recent statement by 
N. J. Conservation Commissioner Joseph 
E. McLean, “. . . in addition to using 
water within the borders of New Jer- 
sey, the State hoped to get additional 
water from the Delaware River.” Once 
more, we see a conflict of interests be- 
tween New Jersey and other Delaware 
Valley states, comprising Delaware, 
Pennsylvania and New York. Mr. Mc- 
Lean also termed “untenable” the idea 
that water supply was “solely a munici- 
pal function.” About fifty years ago the 
farsighted officials of the City of East 
Orange (N. J.) acquired near the pres- 
ent township of Livingston a very large 
tract of land to insure a perpetual sup- 


ply of water. This was paid for by the 
residents of East Orange. (The area is 
also a bird sanctuary and wild game pre- 
serve.) Since World War II suburban 
growth surrounding this reserve of water 
has been and is continuing at such an 
accelerated rate that water is becoming 
a major problem, and the Municipalities 
of Livington and Northfield are present- 
ly trying to pry loose some of this water 
reserve. The problem is thus one of not 
only Municipal but also County, State 
and National interest. 


Where Water Goes 


The largest direct use of rainfall is 
still for normal agriculture. Irrigation, 
industrial and household requirements 
are far less. The total water usage per 
person per day in the United States is 
about 7500 gallons for irrigation, 750 
gallons for industrial purposes and 150 
gallons for household requirements. If 
these demands were all supplied from 
surface streams they would add up to 
30% of their flow. However, 30% of 
irrigation water and much household 
water is returned to the streams. Net 
use is probably in the order of 10%, 
still a high percentage when localized 
conditions of supply and utilization are 
considered. It means that large areas are 
utilizing a high percentage of their 
available supplies. 


There presently is no source of water 
available to the arid lands of our west- 
ern states at a price that would be 
practical at the current level of farm 
prices. But with our present farm sur- 
pluses, the need for increased irrigation 
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If you do business in California... 
our statewide 
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SERVICES 
can help you 


Fully equipped Trust Department 
offices in 27 cities serve all of California 
... Offer Trust Services through almost 
600 branches. 


There’s a Bank of America District 
Trust Office in each of these California 
cities: 


Bakersfield Oakland San Francisce 
Beverly Hills Pasadena San Jose 
Chico Pomona San Matee 
Eureka Redlands Santa Ana 
Fresno Riverside Santa Barbera 
Glendale Sacramento Santa Rosa 
Hollywoed Salinas Stockten 

Long Beach San Bernardine Venture 

Les Angeles San Diege Whittier 


Bank of America 


NATIONAL ¢R9UST/32 ASSOCIATION 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 





does not appear to be compelling, par- 
ticularly if improved farm productivity 
keeps pace with our population growth, 
reducing the necessity for increasing 
farm areas. Admiral Ben Moreell, Chair- 
man of the Second Hoover Commission 
on Water Resources and Power, in his 
book entitled “Our Nation’s Water Re- 
sources — Policies and Politics,” refer- 
ring to the Upper Colorado project, 
thinks it is silly to put water on soil 
that would only add sugar beets and 
grains to unwanted agricultural sur- 
pluses. He has the positive conviction 
that Colorado will some day need all 
the water it can get to develop its oil, 
oil shale, coal, uranium, titanium and 
manganese deposits. With such a plenti- 
ful supply of raw materials of industry, 
Colorado could support a far greater in- 
dustrial development than at present. 
Where one thousand gallons of water 
will grow ten cents worth of crops, the 
same thousand would permit the produc- 
tion of $5.00 worth of these industrial 
products. Once precious water is com- 
mitted to sugar beets, grains and sheep, 
however, it would be politically impossi- 
ble to take it for any other purpose. He 
is convinced it would be much more 
practicable and intelligent to hand the 
money to Georgia and Pennsylvania 
farmers to improve land that is far 
closer to urban markets. 


Confusion of Many Authorities 


According to the findings of Admiral 
Moreell’s “Task Force” there are so 
many overlapping agencies and author- 
ities in the public water and power 
fields that it is impossible to find any 
consistent pattern or purpose in the way 
things are being done. Lacking co- 
ordination, government agencies com- 
pete with each other for the right to 
build dams and irrigation ditches. Pro- 
jects are being put through under the 
wrong names: power is subsidized in 
the name of navigation and reclamation 
is instituted in the name of flood control. 


Programs are undertaken without suf- 
ficient analysis of data, and the federal 
government policy is hit-or-miss in its 
requirement of adequate contribution 
for the use of its money for capital 
outlay. 


“The Wisconsin Valley Improvement 
Company,” says Moreell, “furnishes an 
excellent example of an integrated and 
complete river development undertaken 
without government subsidy. Here is a 
privately owned taxpaying organization 
which has constructed a series of twenty- 
one reservoirs” and the whole improve- 


(Continued on page 62) 
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THE YEARS 
AHEAD 
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We WE ARE NOT accustomed to gazing into 
crystal balls, it is significant to study the present 


plans which Public Service Electric and Gas Company 
has formulated for the future. 


Certainly the fact that the company’s capital expen- 
ditures between now and 1965 could exceed one billion 
dollars indicates our belief in the continued growth of 


our electric and gas systems. 


For example, the company expects that its electric 
system load will have increased to about four million 
kilowatts by 1965, which is double the load in 1955. 
In the gas business, the building heating customers have 
increased by 270 per cent since the end of 1950. 


All of this means that New Jersey is growing . 
and Public Service is growing along with this great state. 
Industrial development is vibrant; urban redevelopment 
is shown in the “face-lifting” as seen in many New 
Jersey areas, particularly in Newark; residential sec- 
tions continue their healthy population growths. 


The years ahead hold great promise for New Jersey 
and for Public Service. We are dedicated to fulfilling 
that promise. 
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PROPOSED ESTATE TAX REGULATIONS 


Part II’: Credit for Prior Tax, Valuation, Retained Interests, Annuities, 
Powers of Appointment, Marital Deduction 


Credit for Tax on Prior Transfers 


NE OF THE MAJOR IMPROVEMENTS 
QO made by the 1954 Code was the 
transformation of the old deduction for 
property previously taxed into a credit. 
Now, in lieu of a deduction of the prop- 
erty found in the second estate, which 
deduction is wholly unrelated to the 
amount of tax previously borne by the 
property, a credit is granted to the 
second estate based upon the propor- 
tionate amount of tax imposed with 
respect to the property in the first estate. 
A second feature of the revision is the 
elimination of the requirement of trac- 
ing the property from the first estate 
into the second estate, which had re- 
sulted in much litigation and consider- 
able inequity in application. The pro- 
posed regulations also reflect the length- 
ened period for which the credit is avail- 
able (covering transfers made by a de- 
cedent who died within ten years before, 
or two years after, the present decedent’s 


death). 


From an examination of the statute, it 
is not at all apparent how incongruous, 
and even absuard, some of the results of 
the new statutory no-tracing rule can be. 
We find, as highlighted by the proposed 
regulations, that a life estate in Black- 
acre devised by A to B will form the 
basis of a tax credit in the estate of B, 
although obviously under no circum- 
stances could the life estate be included 
in B’s gross estate. Similarly, if in the 
same example A had devised the re- 
mainder in Blackacre after B’s life estate 
to C, C’s estate will in no case be en- 
titiled to a full tax credit with respect 
to Blackacre even though C may have 
outlived B, bringing the entire value of 
Blackacre into C’s estate for taxation. 


A further example of the odd (or 
capricious) results of the statute, as 
illustrated by the proposed regulations, 
is that the taker of a contingent interest 


*Professor J. Nelson Young who authored Part 
I was unable, due to illness, to complete the as- 
signment but thoughtfully procured the services 
of Mr. Kirby for that purpose.—Ed. Note. 
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a partner in the 
Chicago law firm of 
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Harvard Law School 
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1948, he was an attorney in the General 
Counsel’s Office of the Treasury Department; 
and from 1948 to 1953, he was Tax Legisla- 
tive Counsel for the Treasury Department. 
Mr. Kirby has written and lectured fre- 
quently on tax subjects, and has taught tax 
courses at the Northwestern University Law 
School and the Law School of the University 
of Chicago. 





will have no estate tax credit if such 
contingent interest at the time of the 
first decedent’s death cannot be valued 
under actuarial principles, even though 
such interest had fully ripened into 
possession and enjoyment of the taker 
prior to his death. Using A’s Blackacre 
again, if A had devised the remainder 
interest to such of B’s children as may 
be living at B’s death, and in default 
thereof then to C, it would appear that 
if B’s child, X, survives B to take Black- 
acre and then dies, Blackacre will be 
fully taxed again in X’s estate without 
any credit for the taxes paid by A’s 
estate; and similarly, if C takes Black- 
acre in default of B’s children, then upon 
C’s death we find the property wholly in- 
cluded in C’s estate without a cor- 
responding credit for the tax previously 
paid by A’s estate. X’s estate and C’s 
estate, respectively, lose the credit be- 
cause their interests at the time of A’s 
death were incapable of valuation under 
actuarial principles. 


These odd results stem from the fact 
that Section 2013(d) measures the 
amount of credit by reference to the 
value of the interest transferred as of 
the date of the transferor’s death and 
without regard to the interest being in- 
cluded in the present decedent’s estate. 
Accordingly, referring to the Blackacre 


illustration, the estate of B, the life 
tenant, is granted a tax credit for the 
tax paid by A’s estate to the extent of 
the value of the interest transferred to 
B, even though, of course, B’s interest 
expired at death. This is made abundant- 
ly clear by Section 20.2013-1(a) of the 
proposed Regulations. 

The tax credit, thus assured to the 
estate of the life tenant, may be ration- 
alized on the basis of the fact that the 
life estate, though non-existent at B’s 
death, is represented by other assets in 
the estate which might have been dis- 
sipated or consumed during B’s life but 
for the life estate. Yet one finds it diffi- 
cult to match this liberal result with the 
legislative intent of the provision to 
eliminate double taxation;! it is hard to 
see a second tax on B’s interest in Black- 
acre which requires the benefit of a tax 
credit.” 

However, we seem to be led further 
afield when we look at the results in 
the case of the remaindermen. Taking 
the situation of C, who in our first sup- 
position was devised a vested remainder 
in Blackacre, we find that upon his 
death (he having survived B, the life 
tenant) Blackacre is wholly included in 
his gross estate, but the amount of the 
credit will be limited to that proportion 
of the taxes borne by Blackacre in A’s 
estate as the value of the remainder in- 
terest bears to the full value of Black- 
acre. In other words, if at A’s death, 
the life tenant, B, is aged 52, C’s re- 
mainder interest will be valued at 
50.413% of the value of Blackacre, and 
the tax credit to C’s estate will be cor- 
respondingly reduced, although the en- 
tire value of Blackacre is included in 
C’s estate. 


This does not coincide with the ob- 








1The Senate Finance Committee Report accom- 
panying the 1954 Code (71635, 83rd Congress, 2d 
Sess., page 122), describes the purpose of section 
2013 as ‘“‘to prevent the diminution of an estate 
by the imposition of successive taxes on the same 
property within a brief period.” 

“Yet with respect to a tax credit for a life estate 
in the present decedent, the Senate Finance Com- 
mittee, supra, p. 122, contains an example show- 
ing that the result was intended. 
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jective of eliminating successive taxes 
on the same property, unless we look at 
the transferred property in a technical 
sense and conclude that what C received 
from A was not Blackacre but only a 
remainder interest therein. However, 
surely Blackacre is being partially taxed 
(again) in C’s estate. Of course, as long 
as a partial credit for Blackacre’s tax 
goes to the life tenant (who hardly can 
make out a case of double taxation), the 
result as stated above and set forth in 
Section 20.2013—5(c) of the proposed 
Regulations naturally follows. 


The ultimate of these odd results is 
the treatment of the contingent interests 
which become vested prior to the present 
decedent’s death. Section 20.2013-4(a) 
of the proposed regulations states that: 
“If the interest cannot be so valued [on 
the basis of recognized actuarial prin- 
ciples] it is considered for purposes of 
section 2013 to have no value.” Thus, 
in our example, the contingent re- 
mainderman, B’s surviving child, X, is 
effectively foreclosed of any credit, even 
though successive taxation exists to its 
fullest extent. Similarly, with respect 
to C, who takes the property in default 
of B’s children, no tax credit is avail- 
able, though Blackacre is one of the 
assets includible in C’s estate. 


Whether all these results were actually 
contemplated under the legislation is 
doubtful. Certainly, where the contingent 
interest matures into a vested estate in 
the second decedent, the 1939 Code 
would have allowed a deduction; to 
deny entirely the credit under the 1954 
Code goes against the equities. Nothing 
in the statute requires the rigid attitude 
of the proposed regulations which pro- 
duces this untoward result, i.e., that if 
the interest cannot be valued according 
to actuarial principles, no tax credit is 
available. 


To achieve a more logical construc- 
tion, the position might have been taken 
that an interest transferred subject to a 
contingency which is not within actu- 
arial computations is to be valued with- 
out regard to the contingency provided 
that the interest in fact vests in posses- 
sion and enjoyment prior to the death 
of the devisee or heir; in other words, 
the transfer of the interest would be 
completed only if and when the con- 
tingency is resolved in favor of the 
transferee, and upon such complete 
transfer, then the interest may be valued 
as in the estate of the transferor but as 
a vested interest. Such a result would 
avoid the double tax without granting 
an excess credit. However, if the final 
regulations do not take such a position, 
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further legislation should be sought to 
allocate the tax credit to those situations 
in which successive taxes would other- 
wise burden the same property. 


Valuation 
Weighting and Blockage 


The valuation provisions of the statute 
are virtually the same as under the 1939 
Code. However, in line with the highly 
commendable objective of the Internal 
Revenue Service to make the regulations 
fully informative and complete, much 
additional material has been incorpo- 
rated in the valuation sections. 


In the valuation of stocks and bonds 


which have a general market, if there 
were no sales on the valuation date, the 
proposed regulations continue the pro- 
cedure for arriving at the value by 
taking a weighted average of the means 
between the highest and lowest sales on 
the nearest dates before and after the | 
valuation date. However, in lieu of 
weighting the averages by reference to 
the number of calendar days intervening 
between the valuation date and the sell- 
ing date, “The average is to be weighted 
inversely by the respective numbers of 
trading days between the selling dates 
and the valuation date.””* 


3Section 20.2031-2(b). 
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FIRST AUTOMOBILE 
INTO SEQUOIA PARK 


Hale Tharp, in 1858, was the first white man to see the big red- 
woods (Sequoia gigantea) in what is now Giant Forest, Sequoia 
National Park, created in 1890. Travel into the area was by horse- 


drawn vehicles until 1904— 
when the first automobile en- 
tered over the road finished the 
same year by army engineers. 

At the time of this event, 
Security-First National Bank 
already had been operating its 
Trust Service for a year. In the 
more than half a century since, 
Southern Californians have con- 
tinued to look to this Bank for 
their every Trust need. 


TRUST DEPARTMENT 


ECURITY- FIRST 


NATIONAL BANK 


OF LOS ANGELES 





Head Office: Sixth and Spring Sts. 
Telephone MUtual 0211 
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The proposed regulations for the first 
time would give full departmental sanc- 
tion to the “blockage” rule in the valua- 
tion of comparatively large holdings of 
securities, which have a regular market: 


“Thus, if the block is so large in 
relation to the existing market that it 
could not be liquidated in a reasonable 
time without depressing the market, 
the price at which the block could be 
sold as such outside the usual market, 
as through an underwriter, may be a 
more accurate indication of the value 
than market quotations.”4 


However, in the same breath the pro- 
posed regulations call attention to the 
blockage rule in reverse; for instance, 
the influence which a block of securities 
may have upon corporate control may 
give them a value in excess of prevail- 
ing market quotations.° 


Buy-Sell Agreements 


For the first time the proposed regu- 
lations would deal specifically with a 
most lively topic, securities subject to 
buy-sell agreements or options to pur- 
chase. Not only do the proposed regu- 
lations set forth the rules which shall 
determine the effect to be given to re- 
strictive agreements, but the Service ap- 
parently would go further and try to 
close “a loophole for tax evasion” in 
disregard of the suggestion of the 
Second Circuit in May v. McGowan® 
that: “Such a loophole, if important, 
should be closed by legislative action 
rather than by disregarding the cases we 
have cited.” 


Section 20.2031-2(h) of the proposed 
regulations starts out with the unexcep- 
tionable proposition that the effect to be 
given to the option or contract price in 
determining the estate tax value of the 
securities “depends upon the circum- 
stances of the particular case.” They 
then set forth a somewhat more useful 
guide-line, but equally well established 
by the court cases,’ that no effect will 
be given to an option or agreement 
which permits the owner to dispose of 
the securities at any price he chooses 
during his life. However, the proposed 
regulations continue with a requirement 
as to “full and adequate consideration 
in money or money’s worth,” which is 
important enough to be set forth in 


full: 


“Even though the decedent’s right 
to dispose of the underlying securities 


4Section 20.2031-2(e). 

5Helvering v. Safe Deposit & Trust Co. of Balti- 
more, C.C.A. 4th, 95 F. 2d 806. 

6194 F. 2d 396. 


7Estate of J. H. Matthews, 3 T.C. 525; Estate of 
H. W. Hammond, 13 T.C.M. 903. 
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during his life is restricted, if full and 
adequate consideration in money or 
money’s worth was not given for the 
option or contract, the option or con- 
tract price will be disregarded in de- 
termining the value of the securities. 
An agreement will ordinarily be pre- 
sumed to have been entered into for 
full and adequate consideration in 
money or money’s worth if it was ar- 
rived at as a result of arm’s length 
bargaining between strangers. How- 
ever, this presumption does not apply 
if the agreement is entered into by 
the decedent and those who are, di- 
rectly or indirectly, the natural ob- 
jects of his bounty, as for example, 
an agreement entered into by the de- 
cedent and a corporation controlled 
by the decedent and his family.” 


The proposed regulations would, thus, 
require full and adequate consideration 
to be present in every case, unless one 
may qualify for the presumption which 
will “ordinarily” be applied in a bar- 
gaining between strangers. At first blush, 
the presumption afforded to arm’s-length 
bargains would appear sufficient comfort 
to taxpayers who have buy-sell agree- 
ments in non-family situations; but even 
here, the qualifying word “ordinarily” 
tends to become almost a threat that any 
particular case under review is not an 
ordinary one. 


So, we are thrown back to the initial 
proposition that the effect to be given 
“depends.” Consequently, the proposed 
regulations confront almost every op- 
tion or contract to purchase with the 
possibility that “full and adequate con- 
sideration in money or money’s worth” 
must be shown. Yet, none of the liti- 
gated cases affords any support to such 
a restricted rule. Of course, the agree- 
ment must be a legally binding one, an 
enforceable contract; but further than 
requiring that the contract be supported 
by an actual consideration (without 
measuring the full extent of it in 
money) ® and that the contract be a bona 
fide business arrangement,® the cases do 
not go. 


There is no case which stands for the 
proposition that the option or contract 
must be supported by consideration of 
an equivalent value coming from each 
of the contracting parties and reducible 
to a money value. Yet that apparently is 
what would be required by the proposed 
language. Would it mean the mutual 
promises between the stockholders to 
hold their shares subject to the option 
to purchase at death under a formula 
price are not sufficient to make the price 
effective for estate tax purposes? Ap- 


8Comm. v. Bensel, C.C.A. 3, 100 F. 2d 639; Lomb 
v. Sugden, C.C.A. 2, 82 F. 2d 166. 


parently so under the regulations. The 
fact: that the stockholders were of ma- 
terially different ages or owned varying 
proportions of the outstanding stock 
would seem to show that the considera- 
tion may have been unequal when 
weighed in the scales proffered under the 
proposed regulations. 


While it is realized that there is real 
possibility of tax avoidance through 
restrictive agreements with objects of 
one’s bounty, the unqualified demand 
that such agreements be supported by 
“full and adequate consideration in 
money or money’s worth” or else will 
not separate the sheep from the goats. 
It may be a factor to be taken into 
consideration in arriving at the ultimate 
question whether the agreement was 
essentially a testamentary disposition as 
distinguished from a bona fide business 
arrangement; but it should be weighed 
with other relevant circumstances and 
not be elevated to the position of litmus. 


Furthermore, it would appear that the 
regulations would not stand the court 
tests; the arbitrary requirement which 
finds no support in the statute and none 
in the litigated cases may not be expected 
to survive even when canonized in the 
regulations. Perhaps, in this area, the 
improvement of the statute might be left 
to. Congress, as suggested in the Me- 
Gowan opinion. Unless the Service re- 
tracts on this point or obtains legisla- 
tion, the result will be confusion and 
litigation for a number of years. 


The proposed regulations under the 
life insurance section of the Code con- 
tain a provision’? corresponding to 
the material on buy-sell agreements and 
options. It is directed at those agree- 
ments between partners and stockholders 
which are supplemented or funded by 
life insurance. The same requirements as 
to consideration are found here as under 
the valuation section, and they seem 
similarly objectionable. 


Optional Valuation 


Under the optional valuation pro- 
visions of Section 2032, some clarifying 
material has been added in the proposed 
regulations. In particular, for the pur- 
pose of determining the valuation date 
of property disposed of within the year 
after death, Section 2032-1(c) of the 
regulations would define in further de- 
tail the meaning of “distributed, sold, 
exchanged, or otherwise disposed of.” 
Thereunder, the expression compre- 
hends the surrender of corporate stock 

(Continued on page 73) 


°C. G. Hoffman, 2 T.C. 1160. 
10Section 20.2042-1(c) (6). 
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CLASS 1: PUBLISHING CLAUSES—WILL 


There is not much variety possible or even desirable 
in the publishing clause. The phrase “hereby revoking” 
in place of “and hereby revoke” would be shorter, but is 
not deemed as good because a statement that the testa- 
tor is “revoking” by making the later will would be a 
conclusion of law. Long usage has sanctioned “hereby 
revoking” as meaning “and hereby revoke,” however. 

There may be situations where it is not intended to 
revoke a prior will -as, for example, where a will is 
executed disposing only of property in a certain state 
and thereafter another will is executed for the purpose 
of disposing of the rest of the testator’s property. Allen 
v. Beemer, 372 Ill. 295, 23 NE 2d 724, 125 ALR 929, was 
an example of this kind. It was there held that a general 
revocation clause in the will purporting to dispose only 


Publishing clause—ordinary 1.1 
NA C—O esas a 
State of _______.._.._..., do hereby make, publish and declare 


this to be my Last Will and Testament, and hereby revoke 
any and all other wills and codicils heretofore made by 
me. 


Publishing clause—widow 1.2 
PS lL a ST 
rte Se, . a 


hereby make, publish and declare this to be my Last Will 
and Testament, and hereby revoke any and all other wills 
and codicils heretofore made by me. 


Including declaration of domicile and as to marriage 
1.3 


now a resident of and domiciled in the City 


I, A.B., 


of testator’s personal estate and certain described real 
estate was not intended to revoke a will executed thirty- 
five days previously purporting to dispose only of land 
in another state. See Annotation, “Possibility of avoid- 
ing or limiting effect of clause in later will purporting 
to revoke all former wills,” 125 ALR 936. 

The publishing clause is an appropriate place for a 
declaration of domicile and as to marital status. Where 
the will is made by a person who bears a name which is 
commonly met with, such as “Mary Smith,” it is advis- 
able to indicate that she is the widow of a certain per- 
son, if such be the case. 

Contracts not to make a will apparently are not 
against public policy. See Annotation, “Validity and 
effect of promise not to make a will,” 32 ALR 2d 370. 


were State of , do hereby make, 
publish and declove this to be my Last Will and Testament, 
and hereby revoke any and all other wills and codicils here- 
tofore made by me. I hereby declare that I have never 
been married. 


Including present marital status 1.4 
I, A.B., of the City of , State of - 

unmarried, do hereby make, publich and declare this to 

be my Last Will and Testament, and hereby revoke any 

and all other wills and codicils heretofore made by me. 


Referring to other names of testator 1.5 
I, A. B. Steward, also sometimes known as A. B. Stewart. 
of _......... do hereby make, publish and declare 


this to be my Last Will and Testament, and hereby revoke 


any and all other wills and codicils heretofore made by 
me. 


CLASS 5: SIMPLE BEQUESTS OF MONEY, INCLUDING CHARITABLE BEQUESTS 


While it is convenient to have a provision for pay- 
ment in kind, this might result in taxable income 
where property has appreciated in value since the date 
of death. See introduction to Class 69. Where money 
bequests are large, it is a wise precaution to limit them 
to a definite proportion of the total assets as is done in 
No. 5.5, but in this case it should be made clear whether 
the proportion is to be applied to the estate after 





*The first edition of Mr. Neuhoff’s will caluse system, pub- 
lished ten years ago, met with wide success and the many 
requests for a revised edition have led to a completely rewrit- 
ten and expanded version. Major chapters are being pub- 
lished serially in Trusts AND Estates, and the entire system 
will be published by us in book form later. Editor’s Note. 
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debts and taxes, etc. See Wells v. Menn, 158 Fla. 228, 
169 ALR 892, 28 So2d 881, construing the words “ten 
per cent of my estate,” and Annotation, “Base for de- 
termination of amount of bequest of a specific per cent 
or proportion of ‘estate’ or ‘property,’” 169 ALR 903. 
While bequests can be made for a special purpose such 
as the completion of a son’s education, as is done in 
No. 5.4, this particular form would not be suitable if 
the son was still a minor. 

Where the bequest is expressed in terms of “money” 
or “accounts,” ambiguity may arise. See Boutelle v. 
Renshaw, 218 Minn. 158, 15 NW2d 506, 154 ALR 966, 
which held that a bequest of “all books of account 
which have been maintained and employed in the carry- 
ing on and conduct of my law business” was a bequest 
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of the accounts themselves and not merely the books. 
See Annotation, “When bequest deemed to cover or 
include accounts receivable or other money obligations 
owned by testator,” 154 ALR 973. i 

Bequests of “money in bank” have led to litigation 
where unusual deposits or withdrawals occurred shortly 
before death. Therefore, No. 5.9 should be used only 
where conditions indicate that it is advisable. Other- 
wise, this clause should be spelled out more fully, or 
possibly specific amounts should be mentioned. 

It is customary to give not only money, but sometimes 
other property to faithful employees. It is well not to 
require that the employee be in the service of the 
testator at the time of the death, unless such be the 
definite intention, because a lengthy illness prior to 


death might bring about termination of such an em- 
ployment without any fault of the employee. In gifts 
of this kind, one must be careful not to create taxable 
income by making the bequest in payment for services. 

Note that some states (e.g. New York) do not permit 
conclusive valuation by an executor. In such jurisdic- 
tions No. 5.1 should be altered accordingly. 

No. 5.4 is suggestive merely. It is well to specify the 
extent of schooling which is desired. See authorities 
cited in introduction to Class 31. 


CHARITABLE BEQUESTS 


Deductibility of a bequest to a charity under the 
Federal Internal Revenue Code will usually not create 
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STATE, MUNICIPAL AND OTHER PUBLIC SECURITIES . 
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a problem, but it is well to realize that the require- 
ments of the states for purposes of their inheritance 
taxes may be quite different. 

Frequently a bequest is disallowed because it is 
made to a non-resident charity or because it will be 
used elsewhere. See generally, Neuhoff, “Deductions, 
Exemptions and Credits in State Inheritance and Estate 
Taxation,” 26 Iowa Law Review 624. 


Cash bequests with provision for lapse and for pay- 
ment in kind 5.1 


I give and bequeath the sum of 
DOLLARS ($ 
persons: 


. THOUSAND 
..) apiece to each of the following 


To my granddaughter, A 

To my grandson, B 

To my granddaughter, C 

If any of the persons named as beneficiaries in this Clause 

_...... of my Will shall not be living at the time of my 
death, then the above bequest or bequests of $_ 
each to said person or persons so predeceasing | me, - shall 
lapse and shall go as a part of the residue of my estate. 
My EXEcuTOR hereinafter named may in its sole discretion 
pay any one or more of the above bequests in full in cash, 
or in part cash and in part other assets of my estate, or 
may pay the same in full in such other assets, the value 
of said assets other than cash turned over to said bene- 
ficiary or beneficiaries to be computed at the valuation 
placed thereon by my said EXECUTOR. 


Token of esteem 3.2 


I give unto my friend, A.B., whose address is - 
the sum of _ DOLLARS as a slight token of my 
high esteem for him. 


Appreciation for services 3.3 


I give the sum of _ DOLLARS to A.B., as a mark 
of my appreciation for her faithful services and loyalty 
during the many years she has been employed as my 
secretary. 


For completion of education (legatee not a minor ) 
3.4 

In the event that my said son, A, shall not have completed 
his college or university education at the time of my death, 
then I give and bequeath unto my said son a sum equal to 
DOLLARS per year or -__________. DOLLARS per 

semester for the part of said education to be completed, there 
being three (3) more years from the beginning of the 
Fall 19. semester to be completed. This provision shall 
apply regardless of the fact that my said son’s education may 
be interrupted by military or naval service, and any deter- 





Entirely aside from the question of the state in- 
heritance tax is the question of validity of charitable 
bequests under state law. See Lasser, “Estate Tax 
Techniques,” Matthew Bender & Co., (1955) 453, 
which points out, for example, that Mississippi voids 
all charitable bequests and in Georgia such bequests 
are void if made within ninety days of death. There 
are other limitations in other states. 


mination made by my EXECUTOR as to the amount, if any, to 
be paid hereunder shall be conclusive and binding. 


Limitation to a fraction of net estate 5.5 


To my brother, A.B., I give and bequeath the sum of 

ssenitimeciote DOLLARS, ney that if the reasonable value 
of my net estate available for distribution, after all debts. 
taxes and expenses have been paid (and after the forgive- 
ness and release of all indebtedness, claims or demands as 
provided for in Clause hereof), shall not equal or 
exceed the sum of __________.__.. DOLLARS, then the amount of 
this bequest shall instead be a sum equal to one-sixth (1/6) 
of such reasonable value of my said net estate so determined. 


Form of a charitable bequest 9.6 


I give and bequeath unto 2, , a corporation 
et ee ee the sum <a. 
DOLLARS to be used for its corporate purposes. 


=» 
é 


To a charity establishing an endowment fund 3. 


I give and bequeath unto , a corporation 
now located at , the sum of 
DOLLARS to establish an endowment fund [or the John 
Smith Memorial Fund], the net income only to be used for 
the general purposes of said corporation, at the discretion 
of its Board of Dire ‘ors. 


To a charity restricting use, with an escape clause 
3.8 
I give and bequeath unto , a corporation 
now located at , the sum of - 
DOLLARS. This gift, both as to principal and any income 
therefrom, shall be used for _ (here describe 
purpose). If it is found by the Board of Directors of 
_ that all or part of this gift cannot be used 
to the best advantage for the above smmnell purpose, then 
all or any balance of this gift not so expended may be used 
for any purpose approved by said Board of Directors which 
is within the corporate powers of said corporation. 


Money in bank 3.9 


I give and bequeath any moneys which I may have on 
deposit with any bank or trust company at the time of my 
death to my son, A. 


CLASS 7: SIMPLE BEQUESTS OF SECURITIES 


A specific bequest of securities owned by the testator 
should be distinguished from a general bequest, even 
though involving securities, e.g. a definite sum of money 
to be used in buying United States Government bonds. 
See Re Van Vliet, 5 Misc. 169, 25 NYS 722, which held 
that a bequest of "the sum of $3,000 in government 
bonds” was general and legatee was entitled to sum. 

Presumably a bequest of x shares of a certain com- 
pany as appears in No. 7.1 would be held to be specific 
and, therefore, adeemed if the testator parted with 
it, and that this result would follow even though the 
will did not indicate that the security was owned by 
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the testator. No. 7.1 does so indicate, however. Another 
way to insure the classification as specific would be 
to insert the words “now owned by me.” 

It is wise to indicate the effect of a split-up of cor- 
porate stock. See No. 7.2 and No. 7.4. 

Note that certificate numbers are not given, nor is a 
statement of value given. A statement of value, if er- 
roneous, may be construed as informative only, ac- 
cording to McElroy v. Trigg, 296 Ky. 543, 177 SW2d 
867, 151 ALR 966. See also Annotation, “Wills: signifi- 
cance and effect of statement of value or par value in 
specific legacy of bonds or stock,” 151 ALR 969. 
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Use of a phrase such as “all of my bonds,” without 
a further definition, is not advisable. See case of Pimpel 
v. Pimpel, Ky. Ct. App., 253 SW2d 613, 35 ALR2d 1092. 
See also Annotation, “What is included in term ‘bonds’ 
in will,” 35 ALR2d 1095. 


Simple bequest of stock 7.1 


I give and hago 
_ company, a 


shares of my stock in 
_ corporation, to A. 


Substitution if company reorganized, etc. 71.2 


If, prior to my death, there shall be a niente or 
change in the corporate structure of said wees 
company or an exchange of the stock of such company for 
stock in another company, the stock of said - 
company, as so reorganized or changed, or the stock of such 
other company, shall stand in the place of the stock in 
said _____... company bequeathed in Clauses _ 
of this Will and shall be used to satisfy the bequests therein 
made. 


Bequest of stock, another form 7.3 


I give and bequeath to each of my grandchildren living 
at the time of my death __. shares of the common stock 
of the _ company, provided that I own stock 
of said description at the time of my death. 


Provision for stock dividends, etc. 7.4 


In the event I shall hereafter receive or become entitled 


to any additional stock of the company as a 


Where a husband has turned over to his wife all 
ownership in life insurance on the husband’s life, a 
clause such as No. 7.6 is appropriate to revest the 


policies in the husband in case of the wife’s prior 
death. 


result of my ownership of common stock in said company, 
whether as a result of a stock dividend, a stock split up, or 
otherwise, the bequest to each of my grandchildren shall be 
increased by the number of additional shares which shall 
hereafter be issued as a result of the ownership at the 
present time of _... shares of such stock. 


Stock in country club 7.5 


At the present time I am a member of the 
Country Club and hold stock in said Country Club, together 
with the right of selling or transferring said stock subject 
to the rights of the other members of said club to decline to 
permit the purchaser or transferee thereunder to enjoy the 
privileges of said Club. In the event that I own any such 
stock at the time of my death, I hereby give said stock, to- 
gether with all rights and privileges thereto pertaining, to A. 


Returning husband’s life insurance policies to him 
7.6 


Provided that A survives me, I give and bequeath unto 
him absolutely all of my right, title and interest in and to 
any policies of insurance upon the life of A, including the 
right to revoke any life insurance trust which I may have 
created, and to repossess the policies in said trust. 


CLASS 8: SIMPLE BEQUESTS OF TANGIBLE PERSONALTY 


Provision for household goods, jewelry and the like 
should be carefully considered because the division of 
such articles after the death of a decedent frequently 
causes dissension all out of proportion to the intrinsic 
value of the property concerned. If one person can re- 
ceive all of the property and then make an informal 
distribution as he sees fit, this can be avoided. 

Specific listing of particular items has a tendency 
to cause taxing authorities to raise their idea of the 
value thereof, and, therefore, should not be done unless 
it is necessary. 

Since some furniture or other items may be owned 
by the spouse of the testator, a married testator does 
well to include a phrase intimating that such may be 
the fact, as is done in No. 8.2. Where some of the 


Useful articles to wife and contingently to children 


8.1 


I give and bequeath unto my wife, A, all of my clothing, 
books, jewelry, pictures, articles of personal use or diver- 
sion, automobiles, gold or silver plate, household goods, 
provisions and furnishings, provided that she survives me, 
but if she does not survive me, then said property shall go 
instead equally to my children who shall be living at my 
death, and if there be none so living, then it shall go as a part 
of the residue of my estate. 


Articles to children first, then contingently to hus- 
band 8.2 


All pictures, silver plate, household goods, furniture, 
furnishings and equipment, automobiles, and articles of 
personal use or diversion, if I own any articles answering 
the above description at the time of my death, together with 
all of my clothing and jewelry that I own at the time of 


(Continued on page 82) 
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testator’s children may be minors at the date of his 
death, division to them may be avoided by limiting the 
division to the adult children, with or without an under- 
standing that the adult children will see to it that the 
minors do not suffer by such a division. See No. 8.3. 

It will be observed that the clauses are rather ex- 
plicit and consist of detailed lists. This is to avoid 
troublesome questions as to the meaning of such words 
s “personal property,” “household” and “possessions.” 
See, generally, Annotation, “What passes under a be- 
quest which employs the adjective ‘household’ in de- 
scribing the subject of the gift,” 149 ALR 968; Anno- 
tation, ““What passes under term ‘possessiens’ in will,” 
33 ALR2d 550; and Annotation, “What passes under 
term, ‘personal property’ in will,” 137 ALR 212. 








Following up on its unique idea of Personal Affairs Month (see 
Aug. T&E, p. 693) the Personal Affairs Institute, of Freeport, L. L., 
sponsored a Financial Seminar for the public on the evening of 
November 14. Following talks by Surrogate John D. Bennett of 
Nassau County (second from right) and P. Philip Lacovara (left), 
managing editor of TRUSTS and ESTATES, a panel of experts, 
including Herbert G. Edwards (second from left), senior partner 
of the investment firm of Edwards and Hanly, answered questions 
from the audience. Also shown in the photo is Arthur Hug, editor 
of the Long Island Commercial Review. 
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Specific Functions of the 





ACCOUNTANT IN ESTATE PLANNING 


ALLEN TOMLINSON, C.P.A. 


Pentland, Purvis, Keller & Co., Miami, Florida 


Member, Committees on Estate Planning and Federal Taxation, American Institute of Accountants 


QO UR TAX STATUTES INVOLVING DEATH 
are in most instances factors in 
estate planning. Consequently, I have at- 
tempted to list some of these areas 
wherein the accountant can render spe- 
cialized service in his expanding role in 


this field. 


1. Algebraic Computation of Marital 
Deduction. 


Where the marital deduction concerns 
a residue left to the surviving spouse 
after payment of other bequests, claims, 
debts, administrative expense and estate 
tax, we are usually confronted with an 
algebraic computation where the net 
marital deduction is less than the maxi- 
mum limitation. Such computations may 
also become necessary where state ap- 
portionment statutes apply. 


2. Computation of Property Previously 
Taxed Credit. 


We now have a credit against estate 
tax instead of a deduction from the gross 
estate for property previously taxed, to- 
gether with limitation features and no 
need to trace the property concerned. 
Technical computations of this new 
credit will be frequently encountered. 
Where in estate planning other con- 
siderations indicate that all the estate 
should go to the surviving spouse, we 
can now to a large extent avoid double 
taxation formerly resulting from early 
death of the surviving spouse because 
the new “sliding scale” 10-year credit 
gives 100 per cent credit for a two- 
year span between deaths and a 80 per 
cent credit for a four-year span, for 
property in excess of the maximum 
marital deduction in the first estate. 
Where property passes through three or 
four estates within a ten-year period, 
computations can become complex and 
accountants’ services quite helpful. 


3. Actuarial Computations of Remain- 
der Interests, Life Estates, Commuted 
and Present Worth Values for Estate 
and Gift Tax Purposes, Gifts to Uni- 


From paper presented at Institutes on Estate 
Planning and Accounting, University of Georgia, 
Oct. 26, 1956. 
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versities Involving Charitable Re- 
mainders. 


Although we can get a ruling as to 
valuation in this area, many accountants 
are sufficiently trained in actuarial 
science and the use of the new com- 
plete Government tables to handle these 
computations, thus expediting the plan- 
ning of estates and lifetime transfers. 


4. Maintenance of Proper Books and 
Records for Estates and Trusts 
Where No Corporate Trustee is In- 
volved. 


By reason of their professional edu- 
cational and examination requirements, 
accountants are able to prepare neces- 
sary records for estates and trusts, keep- 
ing corpus and income items properly 
accounted for and thus avoiding erron- 
eous distributions which may arise and 
result in embarrassment and _ possible 
litigation. We find that many non-cor- 
porate fiduciaries try to improvise re- 
quired information from simple listings 
of receipts and disbursements. 


5. Computations as to Tax Savings of 
Short-Term Trusts and Related Gift 
and Estate Taxes Involved in Such 
Transfers. 


Let us consider an example of such 
a short-term tax saving which an ac- 
countant might prepare for a client. If 
we take a joint return having taxable 
income of $50,000 and divert $5,000 of 
this income to a ten-year short-term 
trust by means of transferring $100,000 
of income-producing property to the 
trusts, we would be able to indicate to 
the client the following income tax sav- 
ings: 


Income tax on joint return — $20,300 





Income tax decrease 2,950 
T2eet tax —.... 1,074 
Income tax reduction _.. 1,876 


Per cent of diverted 
income retained ___.___________. 37.5 
Tax reduction—10-year period $18,760 


On a separate return, the income tax 
saving for the ten-year period would 
be $25,260 and 50.5 per cent of the 


diverted income is retained. 





Mr. Tomlinson (left) with E. H. ie 
son, president of Georgia Society of Certified 
Public Accountants. 


Of course, there may be some gift 
tax cost which will depend upon the 
gift tax bracket and lifetime exemptions 
involved, but there also may be some 
estate tax saving where death occurs 
during the life of the trust as the trust 
property may be valued in the gross 
estate at a lesser amount than $100,000. 


6. Determination of Income Tax De- 
duction of Estate Tax Allocated 
to Income in Respect of Decedeni. 


Failure to recognize income rights 
of a decedent (Sec. 691) may lead to 
heavy estate and beneficiary tax de- 
ficiencies. Failure to recognize the pres- 
ence of substantial income rights in 
estate planning for the marital deduc- 
tion will possibly result in unforeseen 
tax effects (Desmond Case — 1954 
TCM). Income rights are taxable at 
fair value in the gross estate but have 
no basis allowable when received after 
death. Instead a special income tax de- 
duction is allowed of a part of the estate 
tax allocable to these rights which ac- 
countants who specialize in the death 
tax area can compute. Further alloca- 
tions arise when these rights pass 
through two or more estates and also 
when the income rights are received over 
a period of years following death, so 
many computations may be involved. 


7. Computations as to Whether to Take 
Administrative Expenses On Estate 
Tax Return or Income Tax Return 
of Estate. 
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Here we have simply a tax bracket 
situation for determination, but we also 
are aware of the possible conflicts be- 
tween income and corpus beneficiaries by 
arbitrary shifting of deductions not in 
accordance with local law which result in 
tax reduction or tax increases to ad- 
verse parties. 1955 Rev. Rulings 225 
and 643 hold in substance that the fidu- 
ciary has in effect an election to in- 
crease or decrease the marital deduc- 
tion according to whether such admini- 
strative expenses are taken on the estate 
tax return or income tax return. This 
hidden election occurs when the testator 
leaves his wife the maximum deduction 
using the statutory language of “50% 
of the adjusted gross estate as finally de- 
termined for Federal estate tax pur- 
poses.” This wording together with the 
decision to deduct administrative ex- 
penses on the income tax return will 
result in the spouse in many instances 
getting more than one-half of the net 
estate under state law and may cause 
litigation by beneficiaries claiming that 
the testator was not aware of this elec- 
tion in the hands of the fiduciary which 
would have such a bearing upon what 
the spouse was to receive. 


8. Preparation of Estate and Trust In- 
come Tax Returns. 


It is not by chance that our firm has 
been called upon more frequently in the 
past two years to prepare and assist in 
preparing estate and trust income tax re- 
turns. The new fiduciary return form, 
the new statutory terms of simple and 
complex trusts, distributable net income, 
distribution deductions, the tier system, 
the deductions of corpus expense against 
income expense allocations, the deter- 
mination of character of income, the 
taxation of corpus as income, whether 
capital gains are in fact distributed, etc., 
have resulted in cries of help from many 
attorneys and corporate and non-cor- 
porate fiduciaries. Accountants are veter- 
ans when it comes to wending their way 


through unusual returns as exemplified 
by the former excess profits tax returns 
and Sec. 722 claims. They are accus- 
tomed to tracing the information re- 
quired on a return back to the regula- 
tions, committee reports and the law to 
determine the correct amounts to be in- 
serted, Practical experience with tax re- 
turns and constant application of alloca- 


tion computations make accountants 
valuable in this new complex area. 
9, Computations Under Throw-Back 


Rule. 


No other section of the Code contains 
as difficult computations, allocations and 
reallocations as are found here. A glance 
at the examples in the Regulations will 
suffice to show that accountants had bet- 
ter prepaie to shoulder considerable re- 
sponsibility here. The throw-back rule 
with its new definitions and technical 
requirements is superimposed upon the 
already complex trust rules and prob- 
ably was adopted without sufficient study 
so that uncertainties and inequities are 
also involved. Every discretionary dis- 
tribution which invokes the throw-back 
rule should be planned and computations 
made of the effect on the beneficiaries 
concerned. 


10. Various Other Computations. 


These include demonstrating to the 
client the estate and income tax savings 
from lifetime trusts, sprinkling trusts, 
etc., demonstrating to an estate fiduci- 
ary the tax result of discretionary in- 
come distributions to beneficiaries and 
the best time for estate termination and 
the carry-over benefits to residuary ben- 
eficiaries under the 1954 Code, and also 
optional valuation date computations, 
dower and statutory rights in lieu of 
dower, medical expense election, etc. All 
of these tax areas are made to order for 
accountants who train themselves to be 
specialists in the estate planning and 


death tax field. 
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Trust Assets over 60 Millions 


Montclair Trust Company 


TRUST 4 


Metropolitan size, 

highly trained personnel and 
progressive policies have made 
% our Trust Department outstanding 
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Member Federal Deposit Insurance Corporation 


Tax Law Revision 


A current subject of great interest 
to all estate planners is the movement, 
partially by responsible persons and par- 
tially by persons seeking headlines who 
are not so responsible, of removing all 
the inequities in evr present tax law. 
In the area of estate »lanning and death 
taxation, a number of devices are alleged 
by various sources to result in in- 
equities among taxpayers by permitting 
legalized avoidance of taxes.* These spe- 
cial privileges in estate and trust income 
taxation are no more acute or outstand- 
ing than many similar privileges in other 
sections of the Code. Their elimination 
should involve a review of the entire 
Code so that all such privileges and in- 
equities are disposed of simultaneously. 
The role of the CPA in the mature pres- 
ent day estate planning area encom- 
passes discussion of collateral and asso- 
ciated tax matters such as these and 
helping defend the status of sound law. 


*Mr. Tomlinson discussed the general concept of 
trusts as separate taxable entities; the freedom 
of trustees under “sprinkling trusts” to select bene- 
ficiaries and thus tax rates; the reduction of brack- 
et through multiple trusts for the same benefici- 
ary; the temporary shifting of income via short- 
term trusts; the discretion in executors to distrib- 
ute or withhold estate income and to prolong the 
administration period; and the allowance of date- 
of-death value as the income tax basis for property 
subsequently disposed of. 
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New Look in Bank Ads 


Bank advertisements are fast taking 
on a new look—with better pictures and 
newsy, informative text. No longer are 
they satisfied to show a picture of the 
bank building, or its main entrance, 
with a list of the directors. Pictures are 
designed to catch the eye and lead the 
reader to a review of the information 
given in the text. This in itself is an 
improvement, but the best ads have 
livened up their message also, making it 
pointed, specific and, if possible, crack- 
ling. 

A recent Bank of America ad, for 
example, pictures the Salinas Branch 
participation in the Annual Rodeo Pa- 
rade—horses, banners and all. “Send 
DIRECT to Salinas . . . or to any of our 
590 California branches” advises the 
text, which is brief and entirely on the 
value of the bank’s widely spread branch 
system. A small inset shows in block 
form the state of California with “Bank 
of America” written across it, again 
emphasizing the theme. 


A foreign trade ad of Continental 
Illinois National Bank and Trust Co. of 
Chicago likewise sticks to its subject. 
A man is pictured relaxing with a cigaret 


and reading a booklet on the St. Law- 
rence Seaway. The heading of the photo 
states that “In the 15 minutes it takes 
to read this booklet . . . this Chicago 
bank spends 25 hours on its present 
foreign business.” The size of the book- 
let, the cigarette, the wristwatch at quar- 
ter past the hour all stress the 15 minute 
period, and the text below in crisp sent- 
ences tells what the bank’s foreign de- 
partment can do “right now,” without 
waiting for the completion of the seaway. 


Industry specialists are the subject 
of recent ads of The First National Bank 
of Chicago. One shows the bank’s Elmer 
Schmus of Division D, specializing in 
financing publishing businesses, and tells 
the story of an individual publisher who 
benefited by Schmus’s analysis of his 
business and consequent approval of a 
loan from the bank. The publisher sub- 
sequently became “one of the leaders in 


the field.” 
An ad of National Bank of Detroit 


seeks to attract business executives, par- 
ticularly those responsible for company 
financing. Two men standing in the 
open doorway of an elevator are con- 
versing. The only text in the ad tells 
what the elder is saying to the younger 
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—“Ask National Bank of Detroit to 
make a survey .. . they cut our float 
costs 28 per cent.” 


Recent ads of The Bank of New York 
have a commodity tie-in and further 
illustrate the current emphasis on pic- 
tures. One deals with the home enter- 
tainment market, showing a man and 
his wife discussing their record albums 
while the background portrays a TV 
set, a radio, a recorder, a phonograph, 
and musical instruments. The message 
begins: “Will your company sell its 
share in this $7 billion home entertain- 
ment market? American families by 
1965 will be spending an estimated $7 
billion a year to bring entertainment 
into their homes. This expenditure is 
more than double last year’s figure of 
$3 billion. Manufacturers of these prod- 
ucts will have abundant opportunity. . .” 


Wider Scope 


Area development is the theme of an 
ad from Union Planters National Bank 
of Memphis. The line drawing symbo- 
lizing a factory superimposed on the 
central Southland is small, but rein- 
forced by a heading in large, bold face 
type: “The Dynamic Forces Behind the 
Industrial South.” Text is still limited 
to about one third of the ad. It mentions 
some of the important developments 
“contributing to the rapid industrializa- 
tion of the South” and emphasizes finan- 
cing by banks, particularly Union Plant- 
ers. 


“No Texas ‘tall talk’ ” comes from the 
men of Mercantile National Bank of 
Dallas—at least “when market data, 
manpower and plant sites or buildings 
are in question, members of our Indus- 
trial Development Department have 
their feet planted squarely on_ the 
ground.” On one side of this recent ad 
stands the figure of a man, papers in 
hand, ready to talk. Across the bottom 
is drawn the Dallas skyline. The text is 
well-spaced and in large enough type to 
read easily. The message is direct, spe- 
cific, convincing. The bank offers to 
show “why more than 3,000 national 
firms have already chosen Dallas from 
which to serve this regional market” 
and also to “supply data on growth po- 
tential, availability of labor, transporta- 
tion, utilities and the tax situation.” 


The few advertisements mentioned 
here are selected as representative of a 
commendable trend in telling the story 
of banking to the public. It will be 
noted, too, that the trend is not local 
or regional, but nationwide. 
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IRVING TRUST COMPANY 


NEW YORK 


STATEMENT OF CONDITION, DECEMBER 31, 1956 


ASSETS 


Cash and Due from Banks . . . . . $ 425,457,465 
Securities: 











U. S. Government Securities. . . 398,370,511 
Securities Issued or Underwritten 
by U. S. Government Agencies . 33,298,039 
Stock in Federal Reserve Bank . . 3,150,000 
Other Gocumities .. . 2 11 sa we 3,366,845 
438,185,395 
Loans: 
Loans Guaranteed or Insured 
by U. S. Government 
or ite Agemcies. . ww ws cts 60,844,195 
Loans Secured by 
U. S. Government Securities. . 3,757,835 
ag cr 720,342,390 
784,944,420 
Mortgages: 
U. S. Government Insured 
F.H.A. Mortgages . . .. 2... 20,144,192 
Conventional First Mortgages 
on Real Estate. .......2-. 575,191 
20,719,383 
Banking Houses... ....-e-e-e 16,648,727 
Customers’ Liability for 
Acceptances Outstanding .... 37,715,632 
Accrued Interest and 
a ee ee 6,300,718 





Total Assets. ......... $1,729,971,740 








LIABILITIES 
Deposits. ..... 2... +--+. + $1,539,170,385 


Taxes and Other Expenses ..... 13,867,871 
Dividend Payable January 2, 1957 . 2,500,000 
Acceptances: Less Amount in 

PO os ke a 40,523,458 
Cer CA. 6 kt ce we 6,279,451 





Total Liabilities ........ 1,602,341,165 


CAPITAL ACCOUNTS 





Capital Stock (5,000,000 shares—$10 par) 50,000,000 
Ds 6 ke ee ee ee Oe 55,000,000 
Undivided Profits ......... 22,630,575 

Total Capital Accounts. .... 127,630,575 





Total Liabilities and 
Capital Accounts .... . . $1,729,971,740 








U.S. Government Securities pledged to secure deposits of public 
monies and for other purposes required by law 
amounted to $39,032,909. 





DIRECTORS 
WILLIAM N. ENSTROM 
Chairman of the Board 


RICHARD H. WEST 
President 





HENRY P. BRISTOL 


Chairman, Bristol-Myers Company 


THOMAS C. FOGARTY 
President, 
Continental Can Company, Inc. 


I. J. HARVEY, JR. 
President, The Flintkote Company 
DAVID L. LUKE, JR. 
President, West Virginia 
Pulp and Paper Company 
J. R. MACDONALD 
Chairman and President, 
General Cable Corporation 
MINOT K. MILLIKEN 
Vice President and Treasurer, 
Deering, Milliken & Co., Inc. 
DON G. MITCHELL 
Chairman, 
Sylvania Electric Products Inc. 
ROY W. MOORE 
President, 
Canada Dry Ginger Ale, Inc. 
MICHAEL A. MORRISSEY 
New York, N.Y. 
GEORGE A. MURPHY 
Senior Vice President 
PETER S. PAINE 
President, 
New York & Pennsylvania Co. 
LEROY A. PETERSEN 
President, Otis Elevator Company 
J. WHITNEY PETERSON 
President, 
United States Tobacco Company 
DONALD C. POWER 
President, 
General Telephone Corporation 
RAYMOND H. REISS 
President, 
Reiss Manufacturing Corporation 
HERBERT E. SMITH 
Former Chairman of the Board 
and Chief Executive Officer, 
United States Rubber Company 
E. E. STEWART 
President, National Dairy 
Products Corporation 
WILLIAM J. WARDALL 
New York, N.Y. 
FRANCIS L. WHITMARSH 
President, 


Francis H. Leggett & Company 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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FINANCING LIQUIDITY FOR ESTATE TAXES 


New Insurance Plan Frees Funds for Investment 


ye WIDELY RECCGNIZED SOLUTION 
to the problem of providing liquid- 
ity for payment of estate taxes is the 
purchase of life insurance, to permit the 
family and the executor to retain the 
prime estate assets and avoid sacrifice 
sales. However, in order to purchase an 
adequate amount of life insurance, a 
substantial part of the individual’s an- 
nual after-tax income must be set aside 
each year in the reserves of a life insur- 
ance contract, thus depriving the _ in- 
vestor of the use of this money. In order 
to provide liquidity without tying up 
substantial funds which might be more 
profitably invested, a new method of 
financing is now available. 


This method of financing liquidity is 
unique in that it does not involve bor- 
rowing from any source other than the 
life insurance contract itself. It will not 
affect credit standing since this is a 
purely confidential policy loan made by 
an insurer to a policyholder. No collat- 
eral is ever needed. The source of the 
funds, as well as the maximum interest 
rate is guaranteed. 


A new type of life insurance contract 
is used. This new method does not tie 
up substantial amounts of money annu- 
ally. Furthermore, this new method con- 
verts a good portion of such payments 
into an interest factor which at the pres- 
ent time is deductible for income tax 
purposes. Here is how it works. 


An estimate is made of the amount 
of liquidity required. A slightly higher 
amount of this new type of life insur- 
ance is purchased (the reason for this 
will be seen later). Instead of paying the 
full annual premium, an amount equal 
to 95% of the first year cash value is 
borrowed (see table) and the net differ- 
ence paid; at age 40, the first year the 
amount is $960 for $100,000 of insur- 
ance. The following year the procedure 
is repeated except that 95% of the in- 
crease in cash value is borrowed and 
dividends are used to reduce the gross 
payment. The amount due the second 
and subsequent years wll be the gross 
interest on the cash value borrowed (at 
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ARTHUR H. DAUMAN 


Chartered Life Underwriter, New York 


5%) plus the difference between 95% 
of the increase in cash value and the 
net premium due. 


If the amount equivalent to the cash 
value borrowed each year is invested in 
income-producing assets, the earnings 
from these assets should be enough to 


pay the annual interest. Since the carry- 
ing charge and interest earned should 
at least neutralize each other, this will 
make possible capital profits on the use 
of the money plus the insurance for pay- 
ment of estate taxes practically without 
cost. 





LOAN PLAN OPERATION OVER TWENTY YEARS 








Insurance $100,000 Age 40 Annual Premium $2,860 
1 2 3 A 5 6 7 
Total Annual Investment Annual* Total 
Amount of Total Cash Return and/or Cash Annual 
Year Yearly Loan Loan Value Gross Interest Outlay Outlay Net Estate 
. $1,900 $ 1,900 $ 2,000 $ — $ 960 $ 960 $98,100 
a 1,900 3,800 4,000 95 692 787 96,200 
as 1,995 5,795 6,100 190 545 735 94,205 
: 1,900 7,695 8,100 290 587 877 92,305 
BF 1,995 9,690 10,200 385 438 823 90,310 
Gk. 1,900 11,590 12,200 485 477 962 88,410 
(oe 1,995 13,585 14,300 580 338 918 86,415 
| 1,995 15,580 16,400 679 294 73 84,420 
Ol 1,995 listo 18,500 779 249 1,028 82,425 
1G: =. 1,995 19,570 20,600 879 206 1,085 80,430 
i 1,995 21,565 22,700 979 163 1,142 78,435 
re ... 1,995 23,560 24,800 1,078 120 1,198 76,440 
BW » 1,995 25,555 26,900 1,178 78 1,256 74,445 
14 _ 1,995 2100 29,000 1,278 35 1313 72,450 
Pe 1,989 29,539 31,100 1,378 —- 1,378 70,461 
16. 1,949 31,488 33,200 1,477 — 1,477 68,512 
ee 1,910 33,398 35,300 1,574 — 1,574 66,602 
1s... 1,873 Sa,201 37,400 1,670 — 1,670 64,729 
19 1,836 37,107 39,500 1,764 — 1,764 62,893 
ae... 1,800 38,907 41,500 1,855 — 1,855 61,093 
, 1,945 1,945 
TOTAL 20,538 5,182 
COST SUMMARY 
20th Year Cash Value: _..... $41,500 Total Cash Payments: $ 5,182 
20th Year Dividend:* _ 1,094. Less Cash Surplus: 3,687 
Total Cash Value _. $42,594 Net Cost: - . $ 1,495 
Total ‘Loans 38,907 Total Gross Interest - 20,538 
Cash Surplus: _...____... $§ 3,687 
Average annual cost after @30% Tax Bracket $793.58 
income tax deduction of @40% Tax Bracket 690.89 
interest: @50% Tax Bracket 588.26 


Average Net Estate ___. $79,600 





EXPLANATION OF COLUMN HEADINGS 

1. Annual loan, 95% of annual increase in cash 
value. 

2. Accumulative loan. 

3. Guaranteed cash value of contract. 

4. Interest at 5% on total loan. 


r 


5. Difference between net annual premiums and 
95% of increase in cash value. 
6. Sum of gross annual interest and column 5. 
7. Amount payable after total loan is deducted. 


*Figures based upon 1956 Dividend Schedule, 
neither estimates nor guarantees of future sched- 
ules. 
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The average net cost of this type of 
plan is considerably less than the cost 
of term insurance. Moreover, this plan 
offers greater flexibility. The “Loan 
Plan” may be discontinued at any time 
and the original rated age is guaranteed 
for life. In the event it is found desir- 
able not to borrow money but to make 
the full payment and permit the tax 
free accumulation of reserves in any 
year or in subsequent years, two alter- 
natives are available: 


(a) Pay annual premium at origi- 
nal rated age plus interest on cash 
value borrowed. 

(b) Repay cash value borrowed 
(possibly out of capital gains realized 
by the use of this money) and con- 
tinue payments at original rated age. 


The necessity of renewing term at higher 
costs is eliminated. In any event the in- 
terest carrying charge, if the “Loan 
Plan” is continued, will be lower than 
terms costs for the net amount at risk 
(column 7) in any given year. This will 
be true whether or not the interest is 
deductible for tax purposes. 

The table indicates the operation of 
the plan over a twenty year period. Since 
the net amount payable to the executor 
reduces annually, an amount higher 
than the original required estimate 
should be purchased to make up for 
this gradual depletion. Fer the man with 
an estate tax problem, this is an ideal 
method of financing liquidity without 
tying up substantial amounts of annual 


income. 


A A A 


Yale Students Publish 
Insurance Volumes 


A group of Yale students has pub- 
lished 300,000 copies of a two-volume, 224 
page slick-paper magazine, “Insurance 
World 1957.” The magazine is an attempt 
to present a complete and objective 
analysis of the American insurance in- 
dustry. It is being distributed free to 
300,000 undergraduates of more than 100 
colleges and universities with an addi- 
tional 20,000 copies available for sale to 
individuals and firms. 


Some of the nation’s top insurance ex- 
ecutives have contributed articles. Sup- 
port of the venture was given by the 
insurance industry in the hope of bring- 
ing about an improved understanding of 
insurance, “both as a career and as a 
field of future policy investment.” The 
life insurance volume is concerned with 
the basis of this industry, its contribu- 
tions to society and its present career and 
and policy investment opportunities. The 
property and liability volume discusses 
the anatomy and structure of the indus- 
try. 
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This Home Insurance Company 
advertisement talks to people who own cars— 
your customers and ours. 


It sells the importance of quality 
insurance coverage, and it’s to the 
advantage of bank as well as borrower 
to specify the best insurance protection 
that can be had. 


Your local agent of The Home Insurance 
Company will be glad to cooperate 

with you in every way he can. 

Get acquainted with him. 
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Estate Planning Councils 


Los Angeles—‘Redemption of Stock 
in Close Corporation” was discussed by 
Los Angeles attorney, James H. Kindel, 
Jr., at the December 17 meeting. 

Santa Clara County “Coordinated 
Estate Planning” was presented at the 
November 19 meeting by George A. 
Young, CPA. A round table discussion 
of illustrative problems followed the 
lecture. 





Delaware—“Tax Problems Affecting 
Modern Estate Arrangement” was the 
subject of a talk at the December 4 
meeting by Ralph Wallace, vice presi- 
dent of Kennedy Sinclaire, Inc. He gave 
particular attention to the estate plan- 
ning problems of the business owner. 


Central Florida—“Some Problems Re- 
garding Living Trusts and ‘Pour-Over’ 
Provisions in Wills” were discussed at 
the December 6 meeting by Sarasota at- 
torney, J. A. McClain, Jr., who was 
formerly dean of the Law School at 
Duke University. 

Southeast Florida — “Saving Taxes 
and Fulfilling Objectives Under the New 
Law” was discussed at the December 14 
meeting by Samuel J. Foosaner, New 
Jersey attorney and Federal Tax editor 
for TRuUsTs AND Estates. Officers for the 








“WHY DELAWARE?” Tax and trust 
laws of the State of Delaware 
facilitate the accumulation, man- 
agement and conservation of 
property by corporations and 
non-residents. Write for “Why 
Delaware?” our new booklet sum- 
marizing these benefits. 


WILMINGTON 
Trust Company 


Wilmington, Delaware 


Capital Funds... . $ 26,783,111 
Total Assets o « « @287,201,371 
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VALUABLE CLOCK WILLED TO BANK 


Bartholomew A. Sheehan, vice president in charge of the trust department, Camden (N. J.) 
Trust Co., accepts rare grandfather’s clock on behalf of the Bank, from Mr. and Mrs. 
Earle E. Deppich. Clock was purchased from John Wanamaker by the late Howard Kirk 
Huston, whose will stipulated it was to pass to Camden Trust after remaining in the custody 
of his daughter, Mrs. Deppich, throughout her lifetime. In consideration of Huston’s 
fond regard for the Bank, Mrs. Deppich relinquished her interest and recently presented 
the German-made timepiece to the Bank. Exact duplicate still graces office of the late 
John Wanamaker. 





1956-7 season are: Pres.—John W. Rife, 
C.P.A.; First Vice Pres.——Richard S. 
Pomeroy, III, C.L.U.; Second Vice Pres. 
—C. B. Kniskern, Jr., attorney; Sec’y.— 
Willard R. Brown, vice president and 
trust officer, First National Bank of 
Miami; Treas.—Earl Henrichs, C.P.A. 
Present membership is 140. 


Indianapolis—The December 20 meet- 
ing was a combined party and business 
meeting. The members also saw a movie, 
“According to Plan,” which shows what 
happens to the successful small town 
businessman who does not heed the ad- 
vice of his lawyers, trust officers, ac- 
countants and insurance men. 


Des Moines—The second session on 
“Perpetuating the Closely Held and Ex- 
panded Small Business” was led by 
Walter Brown, Rolland Grefe, and Rich- 


ard Williams at the December 3 meeting. 


Baltimore — “Planning Through the 
Use of Living Trusts” was discussed at 
the December 3 meeting by W. Gibbs 
McKenney, Baltimore attorney and au- 
thor. 


Detroit — “Teaching with Hypos”’— 
an address deaiing particularly with 
Business Law—was presented at the De- 
cember 6 meeting by Professor Gerald 
O. Dykstra of the University of Michi- 
gan School of Business Administration. 

St. Louis—“Trends in Life Insur- 
ance” was discussed at the December 4 
meeting by Emil E. Brill, senior vice 
president, General American Life In- 
surance Co. 





Philadelphia—Deferred Compensa- 
tion” was the subject of an address by 
Frederic C. Hirons, C.L.U., second vice 
president, Union Central Life Insurance 
Co., at the December 13 meeting. 


Nashville—“The Role of the C.P.A. 
in the Estate Planning Team” was dis- 
cussed J. P. Foster, C.P.A., at the De- 
cember 12 meeting. 

Seattle—‘Problems in the Audit of 
Estate Tax Returns” was the subject of 
an address at the December 5 meeting 
by Seattle attorney Marcus Rohlfs, who 
is currently Supervisor of the Estate and 


Gift Tax Audit Division. 
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NEW YEAR GREETINGS! 


To Trust Officers representing Trust Companies acting 
under Pension and Profit-Sharing Plans engineered, 
installed, and supervised by our organization in over 


Trust Officers attending the MID-WINTER TRUST 
CONFERENCE in New York are invited to phone or call 
for copies cf our most recent brochure, ‘“ENGINEERING 
AN EMPLOYEE BENEFIT PROGRAM.” 


Ask for C. R. F. WICKENDEN — at PLAZA 3-6162 
(anatian Club at the Waldorf-Astoria) 


C. R. F. WICKENDEN and ASSOCIATES 
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INCOME TAXATION OF ANNUITIES 


Final Regulations Apply New Exclusion Ratio Theory 


SAMUEL J. FOOSANER 


Foosaner, Saiber and Schlesinger, Newark, New Jersey; 
Contributing Tax Editor, Trusts and Estates 


INAL REGULATIONS WITH RESPECT TO 
Fi. taxation of annuities under Sec- 
tion 72 of the Internal Revenue Code of 
1954, were published on November 14, 
1956, in the Federal Register. They deal 
with the taxation of amounts received 
under life insurance, endowment and 
annuity contracts, exclusion ratios, ad- 
justment of life-expectancy multiples 
and certain sales and exchanges of in- 
surance polices. 


The 1954 Code introduced a new 
concept as to the taxation of annuities. 
The 3° rule was abandoned, based 
upon the conclusion that this plan of 
taxing annuities was unrealistic and 
arbitrary. In many cases, the annuitant 
did not recover his capital investment 
in the contract before his death. In 
others, he recovered it within a relatively 
short period, and then was burdened by 
taxes on the full amount received. 


Under the 1954 Code, a proportion- 
ate part of each “amount received as 
an annuity,” is considered to represent 
a return of premiums, or other consid- 
eration paid, and is excluded from gross 
income. This excludable portion, known 
as the exclusion ratio, is determined by 
the ratio which the investment in the 
contract bears to the expected return 
under the contract. The exclusion ratio, 
once determined, will not change, even 
though the annuitant outlives his life 
expectancy. 


Application of Section 


The Regulations, in setting forth the 
types of contracts to which the section 
applies, unlike the 1939 Code, make an 
effort to specifically define coverage.” 
After listing various types of covered 
contracts, however, the Regulations re- 
vert to a broad catch-all definition. Con- 
tracts which are considered to be life 
insurance, endowment and annuity con- 
tracts, in accordance with the customary 
practice of life insurance companies, are 
included. The Regulations further state 


_ Section numbers refer to Final Regulations un- 
der Section 72 of the 1954 Code. 


1Sec. 1.72-1(¢). 
*Sec. 1.72-2. 
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it is immaterial whether such contracts 
are entered into with a life insurance 
company. 


The term, “amounts received as an 
annuity,” has been generally defined in 
the Regulations as amounts payable at 
regular intervals over a period of more 
than one full year from the date on 
which they are to begin, provided that 
as of such beginning date, the total 
amounts to finally be paid can be de- 
termined.® 


Exelusion Ratio 


To ascertain the proportionate part of 
the total amounts which is received each 
year as an annuity, which is to be ex- 
cluded by the taxpayer in computing his 
gross income, the Regulations provide 
for an exclusion ratio for each contract.* 
This is determined by dividing the 
amount of the investment in the con- 
tract by the amount of the expected re- 
turn under such contract. The excess 
of the amount received, over and above 
the amount determined by the applica- 
tion of the exclusion ratio, is includible 
in the gross income of the recipient. 
Any subsequent increases, however, for 
which provision is not made in the con- 
tract as of the annuity starting date, are 
not treated as amounts “received as an 
annuity.” 


The Code and Regulations place great 
emphasis upon the determination of 
amounts received as an annuity, and 
annuity starting date, because once an 
exclusion ratio is determined, such ratio 
applies, without change, to all amounts 
received as an annuity thereafter. The 
exclusion ratio once determined gener- 
ally applies until (1) the contract is 
assigned or transferred for a valuable 
consideration, (2) the contract matures 
or is surrendered, redeemed or dis- 
charged, or (3) the contract is ex- 
changed. (But see discussion under 
Transfer of Contracts, and Amounts Not 
Received as Annuity Payments. ) 


3Sec. 1.72-2(b) (2). 
4Sec. 1.72-4. 


Investment in Contract—Expected 
Return 


For purposes of determining the ex- 
clusion ratio, the investment in the con- 
tract represents the aggregate amount of 
premiums or other consideration paid 
for the contract, less such amounts, if 
any, received prior to the “annuity 
starting date,” and not included in gross 
income, plus the total amount of any 
return of premiums or dividends re- 
ceived prior to such date.® The amounts 
received prior to the “annuity starting 
date” would appear to be excluded 
whether the annuitant had received any 
tax benefit or not from such exclusion. 
Both the Code and Regulations use the 
phraseology “excludable” rather than 
the word “excluded.”® 


Where a contract provides for two 
or more annuity elements, the invest- 
ment in the contract is allocated to each, 
in the ratio that the expected return un- 
der each annuity element bears to the 
aggregate of the expected returns under 
all the annuity elements. 


The “expected return” under the con- 
tract includes only those amounts re- 
ceivable as an annuity or annuities. It 
does not include anticipated dividends 
nor other amounts which may be paid 
after the death of the annuitant, as is 
often provided in refund contracts. 
Where the amount received is to be paid 
over a fixed number of years, the “ex- 
pected return” is determined by totalling: 
the amounts to be received under the 
contract. For contracts involving life 
expectancies, the actuarial tables pre- 
scribed in the Regulations are used.’ 


Transfer of Contracts 


With respect to the transfer of con- 
tracts, the Regulations have generally 
followed the pattern of the prior rules 
under the 1939 Code. Only the actual 
value of the consideration given for the 
transfer and the amount of premiums, 


5Sec. 1.72-6(a). 


®Sec. 1.72-6 (a) (1) (ii). 
Sec. 1.72-9. 
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or other consideration later paid by the 
transferee, is included in the transfer- 
ee’s aggregate of premiums paid.® The 
transferee’s investment in the contract 
is likewise reduced, as in the case of 
an original owner, to the extent of 
amounts received which were excludable 
from gross income in prior years. 


The Regulations are still silent regard- 
ing the question of whether or not the 
transferor of property for an annuity 
is immediately taxable on the transfer. 
The cases are in agreement as to the 
principle that no tax imposition occurs 
at that time.” The annuitant’s life span 
and the obligor’s ability to pay being 
uncertain, no fair market value is 
ascribed to the contractual obligation to 
make future payments. 

The Commissioner’s position, as up- 
held in the Hill case, has been to the 
effect that even though no taxable gain 
is realized at the time of the transfer 
of the property, it is not necessarily to 
be concluded that the annuitant is not 
taxable on such amounts received, after 
having recovered his adjusted basis.'° 
In effect, the transaction is a sale of 
the property and a simultaneous use of 
the proceeds to purchase an annuity. It 
would thus appear that the Commission- 
ers aproach under the 1954 Code will 
be similar to that under the 1939 Code, 
namely, that the excludable portion first 
consists of a recovery of basis and then 
of a capital gain. 


§Sec. 1.72-10. 

®Ware v. Comm., 159 F. 2d 542 (5th Cir. 1947); 
Hill v. Maloney, 58 F. Supp. 164 (1944). 

10See Note 9, supra. 





These principles presently enunciated 
may be illustrated by the following 
example: 


Property having a basis of $10,000 
and a fair market value of $20,000, is 
transferred by F to his son, S, in ex- 
change for the latter’s agreement to pay 
him $1,000 a year for life. F’s life ex- 
pectancy at the time of the transfer is 
25 years. Under the 1954 annuity rules, 
20/25ths of each annual payment (value 
over expectancy), or $800, would be 
excludable by F each year. After the 
$10,000 basis is recovered, in the middle 
of the 12th year, the $800 received in 
each of the next 1214 years, will be re- 
portable as capital gain. At the end of 
the 25 year period, the fair market value 
of $20,000 will have been fully recov- 
ered. The $800 portion received in the 
26th and subsequent years will again 
become excludable under the. 1954 Code 
If F lives 30 years, the amounts re- 
ceived will be taxable as follows: 


Tax-free recovery of basis .. $10,000 
Capital am 10,000 
Ordinary income _...._. 6,000 
($200 for 30 years) 
Amount excluded after capi- 
tal gains reported __.. —-_ 4,000 


($800 for 5 years) 


Amounts Not Received as Annuity 
Payments 


Where payments made to an annui- 
tant under an annuity, endowment, or 
life insurance contract are not received 
as annuity payments, a different tax 
treatment is afforded such payments. 
This treatment depends upon the time 
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the payment is received and the nature 
of the proceeds. These payments woul: 
include dividends; refunds of considera- 
tion paid in full discharge of the con- 
tract; amounts received upon surrender, 
redemption or maturity of the contract; 
and annuity payments received, either 
in different amounts or duration, or 
both, from those originally provided 
under the contract. 


Generally such amounts, if received 
on or after the annuity starting date, 
are includible in gross income but, as 
under prior law, where received before 
the annuity starting date, they are not 
taxable until they exceed the considera- 
tion paid for the contract.'! Therefore, 
dividends received on unmatured con- 
tracts are not taxable.'- The same rule 
would apply with respect to amounts 
received in the nature of a refund of 
the consideration paid and in full dis- 
charge of the contractual obligation.’® 


Although the Code is silent, the final 
Regulations make it clear that if the 
total amounts to be paid in discharge 
of the contractual obligation may exceed 
the amount guaranteed, the exclusion 
ratio, rather than the cost recovery rule, 
is to be applied.'* 


Section 72(e)(2)(B) of the Code 
states that “any amount” received under 
a contract upon its surrender, redemp- 
tion or maturity is to be treated as an 
amount not received as an annuity. 
Thus, on first reaction, it would appear 
that the cost recovery rule, rather than 
the exclusion ratio, would be applicable. 
This, however, is contrary to the basic 
intent of the new theory of taxation of 
annuities to tax all annuity or fixed- 
period installment obligations under the 
exclusion ratio rule. The final Regula- 
tions clearly show the Commissioner’s 
intent to apply the exclusion ratio rule 
with respect to amounts received as an 
annuity on surrender, redemption or 
maturity of a contract.'® 


Lump Sums—Elections 


The 1954 Code provides special tax 
relief to lump sum proceeds received 
upon the redemption, maturity, surren- 
der, or discharge of a contract to which 
Section 72 applies. The tax to be attri- 
buted to such proceeds is now limited 
under the law so as not to exceed the 
tax which would have been otherwise 
payable had such amount been received 


Sec. 1.72-11, and Sec. 72(e)(1)(A) and (B) 
of the 1954 Code. 


12Sec. 1.72-11(b). 
18Sec. 1.72-11(c). 
14Sec. 1.72-11(c) (1). 
Sec. 1.72-11(d). 
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ratably in the taxable year of receipt 
and the two preceding years.'® 


The rule of constructive receipt, where 
an election is made under an endow- 
ment insurance contract after maturity 
to leave the proceeds on deposit with 
the insurer at interest, or to receive the 
proceeds in installments, no longer ap- 
plies under the 1954 Code. Under prior 
law, income was realized in the year of 
maturity, measured by the difference be- 
tween the cost and the face value of the 
policy. Under the present rule, if prior 
to receiving any portion of such lump 
sum, and within 60 days after it be- 
comes payable, the obligee elects to re- 
ceive payments which will constitute 
“amounts received as an annuity,” no 
part of the sum will be taxable in the 
year of maturity as constructively re- 
ceived.'* 


Employee Contributions 
Recoverable in Three Years 


A special rule is provided for the 
taxation of amounts received as an an- 
nuity by an employee where part of the 
consideration is furnished by the em- 
ployee and the amount receivable by 
him within a three year period, equals 
or exceeds the total consideration con- 
tributed. In such cases, all amounts re- 
ceived as an annuity, are excludable 
from gross income, until the employee’s 
consideration is recovered.!* 


The Regulations point out that the 
rule is applicable to voluntary contribu- 
tions only. Thus, such rule would not 
apply, for example, to amounts received 
under a Civil Service Retirement an- 
nuity, resulting from involuntary em- 
ployee contributions.!® 


Exceptions from Section 72 


By statute and Regulations, the fol- 
lowing are excepted from the applica- 
tion of the principles of Section 72:°° 


1. Amounts received under an 
agreement to pay interest on a sum 
held by the obligor. 


2. To the extent that alimony pay- 
ments are received by a wife and in- 
cludible in her gross income as ali- 
mony, they are not to be excluded 
from her gross income, although made 
under a contract to which Section 72 
applies. 


3. Certain “face-amount  certifi- 
cates” described in Section 72(1). 


4. Employer plans to the extent 
that the rules of Section 72 are in- 





Sec. 1.72-11(g). 
“See. 1.72-12. 

18Sec. 1.72-13. 

"See. 1.72-13 (a) (3). 
*°Sec. 1.72-14. 
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consistent with treatment of amounts 
received, as provided in Section 402 
and 403. 


There is clear indication that the 
Commissioner is going to apply the new 
exclusion ratio theory in all cases to 
“amounts received as an annuity,” re- 
gardless of the time, amount or nature 
of the payment. In addition, the Regu- 
lations now clarify many of the general 
principles applicable both under the 
1939 and 1954 Codes, which were left 
unanswered in the prior Regulations. 


A A A 


Ohio Fiduciaries Present 
Estate Planning Program 


The sixth biennial meeting of the 
Ohio Fiduciaries Association was held 
at Columbus on November 2, with presi- 
dent S. J. Balog, vice president of Toledo 
Trust Co., presiding. Following election 
of new officers (see p. 86), Edwin D. 
Williams, Cleveland attorney, discussed 
the effectiveness of testamentary be- 
quests to revocable living trusts and 
life insurance trusts. Reviewing a num- 
ber of Ohio decisions on the subject, 
Mr. Williams expressed the opinion that, 
in that state, incorporation of an ex- 
isting instrument by reference in the 
will would assure effectuation of the 
donor-testator’s intent even where the 
inter vivos trust has been created with 
a nominal sum. He further declared 
that the living trust does not thereby 
become subject to the jurisdiction of 
the probate court. 


The right of a testator to choose the 


place of the administration of his deatlr 
was explored by Miss Alice M. Bright 
of the Chicago Bar, along the lines of 
her paper at the American Bar Associa- 
tion last summer (see Oct. T.&E., p. 
865). Michael Pescatello, vice president 
of The First National City Bank of New 
York, described what the prudent in- 
vestor should consider in the then cur- 
rent market. The closing address on es- 
tate planning for executives and pro- 
fessional men was given by René Worm- 
ser, well known author and New York 
lawyer. 


A A A 


Hearst Estate Distributed— 
Largest Ever in Los Angeles 


The eighth and final accounting of the 
$59,505,638 estate of the late publisher, 
William Randolph Hearst, was approved 
by the court December 20, 1956, and 
order was given for distribution accord- 
ing to the terms of the will. The estate, 
largest ever probated in Los Angeles 
County, increased in value nearly $3,000,- 
000 since the publisher’s death in August 
1951. 


A bequest of $1.5 million will go to Mr. 
Hearst’s widow who will also receive 
the income from a $4,800,000 trust fund. 
Other trusts totaling $2,450,000 will be 
set up for the benefit of their five sons. 
The William Randolph Hearst Founda- 
tion for charitable purposes will receive 
$43,732,407. 


Federal estate taxes of $3,110,760 and 
California inheritance taxes of $618,930 
have been paid by the estate, the attorney 
for the executors reported. 
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THE WIDOWS ELECTION 
as a Tax-Saving 


Member 


HERE IS A COMMON IMPRESSION, 
one attorneys as well as trust 
officers, that the widow’s election is 
available as a means of saving taxes only 
when dealing with community property. 
Nothing could be further from the truth, 
and to illustrate this I have taken a 
common law state example of tax-sav- 
ing possibilities in both the estate and 
income tax fields. The example will, of 
course, be equally applicable to separate 
property in a community state. 


Mr. A, a resident of Connecticut, has 
an estate worth $150,000. His will cre- 
ates two substantially equal trusts, in 
each of which his wife is given the in- 
come for life and in one of which she 
is given a general power of appointment. 
His attorney advises him that this de- 
vice, by taking full advantage of the 
marital deduction, reduces the estate tax 
on his death to a mere $1,050 and that 
the tax on his wife’s subsequent death 
will be about the same amount. 


Then one day Mrs. A learns, to her 
surprise, that her uncle has died and 
left her $50,000. Mr. A is prudent 
enough to ask his attorney to review the 
will in the light of this development. The 
attorney tells him that under the present 
will this additional $50,000 would in- 
crease the estate tax payable on Mrs. A’s 
death to $10,700, but that if the marital 
deduction trust is reduced from $75,000 
to $50,000, so as to equalize the two 
estates, the tax in each estate will be 
$4,800, a net saving of about $2,150. 
Mr. A congratulates himself on his 
astuteness and authorizes the prepara- 
tion of a revised will to equalize the 
two estates. 


Is there something more that the at- 
torney could have recommended to min- 
imize estate taxes? What if Mr. A’s will 
included Mrs. A’s $50,000 in the marital 
deduction trust, leaving her only her 
statutory rights if she should elect not 
to take under the will? What would be 
the effect of such a provision upon the 
estate tax in the widow’s estate? 


30 


LEON B. BROWN 





This article is an up-dated version 
of a paper presented May 15, 1956, 
at the Annual Forum sponsored for 
attorneys, accountants and under- 
writers by Title Insurance and Trust 
Company of Los Angeles. 











Validity of Granting Choice 


First, let us consider whether such a 
provision is valid, In many common law 
states the widow’s election ordinarily re- 
quires her merely to waive her rights in 
her husband’s property and a husband’s 
will purporting to dispose of his wife’s 
estate as well as his own is virtually un- 
known. In the community property 
states, however, wills purporting to dis- 
pose of the entire community property 
are quite common, and the wife’s vested 
interest in such community property is 
as clearly her own as is her separate 
property. Such wills, of course, do not 
actually allow the husband to dispose of 
the wife’s community interest. Her in- 
terest is transferred, in accordance with 
the terms of the will, by her own act in 
making the necessary election. 


What the husband means, for ex- 
ample, when he places all the community 
property in trust to pay the income to 
the widow for life, remainder to their 
children, and adds that if she does not 
elect to take under the will his entire 
estate shall go outright to the children, 
is that his widow shall have a life in- 
terest in his share of the community 
property on condition that she, by her 
election, transfer her own share in trust 
for the children, reserving only a life 
interest therein. The husband in effect 
makes a testamentary disposition condi- 
tional on his wife’s making a simultane- 
ous inter vivos conveyance. This being 
permissible with respect to community 
property, there is no reason why the 
husband cannot make a testamentary 
disposition of his separate property con- 
ditional on his wife’s executing a trans- 
fer of her separate property. 
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of the California State Bar, Los Angeles 


That this is the correct analysis of 
elections to take by will, where the will 
deals with another’s property, has been 
recognized in many decisions.! There is 
an excellent annotation on the subject 


in 156 A.L.R. 820. 


**Consideration”’ 


In a recent case” involving the Chase 
National Bank of New York as trans- 
feree of a Texas widow, the Tax Court 
held that when she elected to take under 
her husband’s will, which purported to 
place their entire community property 
in a trust to pay her the income for 
life, she made a gift of the remainder 
interest in her own half of the com- 
munity property. The incidence of the 
gift tax could easily have been avoided 
by giving her even a limited power of 
appointment,® but this was not done. 


The interesting part of the decision 
is what the court said on the subject of 
consideration and the effect this would 
have on the estate tax payable when the 
widow dies; for of course the widow’s 
transfer of her own half of the com- 
munity property, reserving the right to 
the income for life, is a transfer subject 
to estate tax on her death. The question 
of consideration is important for both 
gift tax and estate tax purposes, for just 
as Sec. 2512 of the Internal Revenue 
Code reduces the taxable value of a gift 
by the value of any consideration re- 
ceived, so Sec. 2043(a) provides that if 
consideration is received for any life- 
time transfer which is subject to estate 
tax, the value of that consideration shall 
be subtracted in determining the taxable 
amount. In the Chase National Bank 
case the court squarely held that the life 
estate which the widow received in the 
husband’s half of the community prop- 
erty was a partial consideration for her 


1See, for example, Noe v. Splivalo, 54 Cal. 207, 
209; Coffman-Dobson Bank & Trust Co., Exec., 20 
B.T.A. 890. 


2The Chase National Bank of the City of New 
York, 25 T.C. 617. 


®Rev. Rul. 54-342, 1954-34 IRB 11. 
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own transfer, reducing the amount sub- 
ject to tax. If that was true for gift tax 
purposes, it should be equally true for 
estate tax purposes. 


Both the Commissioner and the tax- 
payer having filed petitions for review, 
the Chase National Bank case is now 
pending before the Court of Appeals for 
the Fifth Circuit. I am confident of the 
soundness of the Tax Court’s opinion 
on the subject of consideration and be- 
lieve its decision on that point will be 
affirmed. Meantime, the Tax Court has 
followed Chase as authority in Mildred 
Irene Siegel, 26 T.C. No. 91, a case in- 
volving California community property. 


There are some who minimize the im- 
portance of the Chase National Bank 
case. It is true that the tax saving which 
it permits is no more than was recog- 
nized in the early case of Pacific Na- 
tional Bank of Seattle, Exec., 40 B.T.A. 
128, 133. There the Commissioner 
argued that if the widow’s election did 
not increase the husband’s gross estate 
she would be enabled to transfer her own 
estate free of estate taxes. The Board 
recognized the force of this argument 
but nevertheless held for the taxpayer. 
Until the decision in the Chase National 
Bank case, however, there was no ex- 
press adjudication that the testamentary 
benefits received by the widow would be 
recognized as consideration for tax pur- 
poses, and many of us were disturbed 
by inferences to the contrary which 
could be drawn from the reasoning in 
the Giannini case, decided by the Court 
of Appeals for the Ninth Circuit.* There 
it was held that an inter vivos gift which 
was conditioned on a transfer by the 
donee to a third person could not be 
treated as consideration for the transfer. 
The court seemed to think that in a 
transaction between living persons there 
can be no consideration unless each re- 
ceives benefits. I do not think that is 
sound, but in any event such reasoning 
should not apply to the case of a widow’s 
election after the death of her husband. 
In the Chase National Bank case the 
Tax Court makes no mention of the 
Giannini case, but I am informed that 
it was cited by counsel for the Commis- 
sioner. Apparently the Tax Court consid- 
ered it distinguishable. 


Effect on Marital Deduction 


Let us return to the case of Mr. and 
Mrs. A. We were considering having 
Mr. A’s will give his wife the income 
from all his property on condition that 
she, by her election, add her own $50,- 





_ ‘Giannini v. Com. (9th Cir., 1945), 148 F. 2d 
286, aff’g. 2 T.C. 1160, 1180-5. 
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000 to the marital deduction trust. To 
determine the estate tax effect of such 
an election we must, of course, make 
allowance for Mrs. A’s statutory right 
to share in her husband’s estate. Under 
Connecticut law she would receive a life 
interest in one-third of his property even 
if she elected to take against the will, 
that is, without making any disposition 
of her own property. The life interest, 
however, which the will would give her 
in the remaining two-thirds of his estate 
should, under the reasoning in the Chase 
National Bank case, be treated as consid- 
eration for her transfer of the $50,000 
and reduce the amount includable in her 
gross estate. If, for example, she should 
be 59 years of age when Mr. A dies, the 
tables tell us that this additional life 
estate would have a value of almost 
$41,000, and, upon Mrs. A’s death, this 
consideration should reduce her estate 
below the taxable brackets, saving an 
additional $4,800 in tax. 


This saving, of course, would be nulli- 
fied if the election caused the loss of 
the marital deduction in Mr. A’s estate. 
The regulations assure us that requiring 
the widow to elect does not prevent the 
property from “passing” to her,® but 
they also state that the value of that 
property, for purposes of the marital 
deduction, must be reduced by the 
value of any property she is required 
to relinquish.® It is difficult, however, to 
see how she has parted with anything 
of value. She has retained full rights to 
the income. Her transfer of the remain- 
der interest, subject to a reserved power 
of testamentary appointment, while suf- 
ficient to cause the property to be in- 
cluded in her gross estate, is not sub- 
stantial enough to be recognized for gift 
tax purposes;* and although she has de- 


5Reg. 105, Sec. 81.47a-(f) ; Proposed Estate Tax 
Regs., Sec. 20.2056 (e)-2(c). 


®Reg. 105, Sec. 81.47c-(b), Example (3); Pro- 
posed Estate Tax Regs., Sec. 20.2056 (b)-4(b). 


TRev. Rul. 54-342, supra. 


nied herself the right to consume the 
principal during her own lifetime, she 
has not transferred that right to any- 
one else. 


Some think that an election to take 
property in a power of appointment trust 
may destroy the marital deduction by 
preventing the power from being exer- 
cisable “in all events,” as required by 
Section 2056(b) (5). I think this is too 
strict an interpretation of the statute, in 
view of the fact that the power is exer- 
cisable immediately, subject only to the 
formality of electing to take under the 
will;® but until the question is settled it 
would be safer to use an “estate” trust 
for the marital deduction® — one in 
which the remainder goes to the widow’s 
estate. The widow’s own property, how- 
ever, should continue to go to a power 
of appointment trust, so that there is 
clearly an inter vivos transfer to which 
Section 2043(a) can apply.®# 


Income Tax Savings 


Wills employing the widow’s election 
device may also be used to save income 
taxes. A’plan recently outlined by Rich- 
ard Brawerman, of the Los Angeles 
Bar,'° for use in dealing with community 
property, can be adapted to a situation 
involving only separate property. 

In order to make: a more plausible 
case for income tax saving, let us double 
our figures. Assume Mr. A has an estate 
of $300,000, yielding $12,000 per an- 
num, and Mrs. A’s inheritance from her 
uncle is $100,000, producing an addi- 
tional income of $4,000. After Mr. A’s 
death, since the children are grown and 

®Reg. 105, Sec. 81.47a-(c); Proposed Estate Tax 
Regs., Sec. 20.2056(b)-5(2) (4). 

®Reg. 105, Sec. 81.47a-(b) (2). 


820n Nov. 21, 1956, after the above was written, 
a ruling was issued, in the form of a letter to the 
author signed by E. A. Ruth, Chief of the Estate 
and Gift Tax Branch, that a power of appointment 
trust will not be disqualified for the marital deduc- 
tion merely because it is dependent on the election 
of the surviving spouse to take under the will. 


101956 So. Calif. Tax Inst. 356, 370-2. 
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living elsewhere, Mrs. A will lose the 
privilege of splitting this income for tax 
purposes, and, if it is all taxed to her, 
she will have to pay a tax of $4,448 per 
year. Suppose, however, that Mr. A’s 
will, after placing her $100,000, along 
with $100,000 of his own, in the marital 
deduction trust, of which Mrs. A is to 
have the income, provides that the in- 
come of the other trust shall be accumu- 
lated until her death. The accumulated 
income will be taxed at $1,930 to the 
trustee, and Mrs. A will pay a tax of 
only $1,540, a net annual saving of al- 
most $1,000. 


In order to compensate Mrs. A for 
loss of the income of the other trust, she 
is given the right to withdraw each year 
from the marital deduction trust a 
limited amount of principal, say $5,000 
or 5% of principal, whichever is great- 
er.1! The marital deduction trust may be 
expected to raise these sums by selling 
assets, and since the other trust has 
funds to invest, there will always be a 
ready market for such assets. In other 
words, assets may be sold by the marital 
deduction trust to the other trust, and 


the proceeds of such sales will be with- 
drawn by Mrs. A.” 


Of course, this may in time result in 
the exhaustion of the marital deduction 
trust, and the plan contemplates that if 
that occurs Mrs. A shall have the right 
to support from the other trust; but this 
provision should not make the income 
of the other trust taxable to Mrs. A in 
the years of accumulation, so long as 
she is not herself the trustee.’* And the 
depletion each year of the marital de- 
duction trust will gradually reduce the 
estate subject to tax on her death, as- 
suming, of course, that she spends all 
the money withdrawn. If she should 
survive Mr. A by only a few years, both 
the income and the estate tax saving will 
be small; but if she lives out her life 
expectancy, she may save as much estate 
tax for the children as if Mr. A’s will 
had given her the income of both trusts. 


The District Court for the Northern 
District of California recently held, in 
Wells-Fargo Bank & Union Trust Co., 
Exec. v. U. S., 134 F. Supp. 340, that 
the widow’s election to take under her 
husband’s will caused all the income 
from their community property to be 
taxed to the estate during administra- 
tion, contrary to the usual rule recog- 


UFollowing I.R.C. 2041(b(2). 


12Mr. Brawerman suggests that one trust borrow 
from the other, but any such interim borrowing 
would probably have to be liquidated from time to 
time by the sale of assets. 


13See I.R.C. 678 (a). 
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nized in Rev. Rul. 55-726. The reasoning 
of this decision would be equally applic- 
able to cases such as we have been dis- 
cussing, involving separate property of 
both spouses. An appeal has been taken 
to the Court of Appeals for the Ninth 
Circuit. Even if the decision of the trial 
court is affirmed, it will not materially 
lessen the tax advantages which can be 
achieved by use of the widow’s election. 


Of course, the income tax saving we 
have been discussing can be achieved 
without putting the surviving spouse to 
an election. Mr. A, for example, could 
dispose by will of only his own property, 
providing that the income of the trust 
which does not qualify for the marital 
deduction shall be accumulated until 
such time as Mrs. A has exhausted her 
separate estate, and perhaps the marital 
deduction trust as well. The additional 
advantage gained by putting Mrs. A’s 
property, at her election, in the marital 
deduction trust is to provide competent 
and unified management of the entire 
property. Furthermore, by placing his 
wife’s property in a third trust, rather 
than in the marital deduction trust, Mr. 
A can also restrict the class of ultimate 
beneficiaries of her property if she 
should die before exhausting the same. 


Saving Both Taxes? 


I think it is possible to employ the 
widow's election as a device to save both 
estate taxes and income taxes, regard- 
less of whether or not Mrs. A uses up 
her own estate, although it would cer- 
tainly be inviting litigation to attempt 
it. Suppose Mr. A, after putting $100,- 
000 in the marital deduction trust, splits 
the balance of his estate between two 
trusts. Trust H and Trust W, into each 
of which he puts $100,000. The income 
of the marital deduction trust and of 
Trust H goes to his wife, and she has 
the right to withdraw periodically from 
each trust a limited amount of principal. 
The income of Trust W is to be accumu- 
lated during Mrs. A’s lifetime and then 
go to the children, but the corpus of 
that trust is to be distributed on Mrs. 
A’s death to such persons among a lim- 
ited class as she may appoint by will. All 
these provisions for Mrs. A’s benefit are 
on condition that she, by her election, 
transfer her own $100,000 into Trust W. 
Of course, Mrs. A will be making a tax- 
able gift of the right to the income from 
her own property, but that income, when 
received by the trustee, will not be tax- 
able to her, since it is not subject to her 
power of disposition within the mean. 


ing of Sec. 674(b) (3). 





What we have done is simply to pro- 
vide that the income to be accumulated 
and taxed to the trustee shall be income 
from Mrs. A’s property, rather than 
from her husband’s, while at the same 
time making her transfer one subject to 
estate tax on her death. Her limited 
power of appointment over the corpus 
of Trust W is a “reversionary interest” 
under Sec. 2037. On her death her ex- 
ecutor will attempt to reduce the value 
of her transfer to that trust by the value 
of the benefits she received under her 
husband’s will, over and above her stat- 
utory life interest. He may, however, be 
met by the argument that under the 
“reciprocal trust’ doctrine she is to be 
regarded as the creator of Trust H 
rather than as one of the creators of 
Trust W. It seems to me this argument 
should be rejected by the courts, for it 
requires the elimination from the gross 
estate of Mrs. A’s contribution to Trust 
W. The reciprocal trust doctrine has 
heretofore been applied only where the 
decedent was the nominal creator of a 
non-taxable trust.'* To extend it so as 
to give the Commissioner a choice be- 
tween taxable transfers seems to me a 
matter for Congress rather than the 
courts. 


By Inter Vivos Trust 


In all the foregoing discussion of the 
widow's election I have spoken of the 
inclusion of her property in a trust es- 
tablished by the husband’s will. This has 
been a convenient means of discussing 
the tax problems involved, but in actual 
practice it might raise embarrassing 
questions as to the jurisdiction and pro- 
cedure of the probate court. Should the 
wife’s property be inventoried as part 
of the husband’s estate and be included 
in the decree of distribution? Should it 
be included as an asset in subsequent 
accounting by the testamentary trustee? 


It would certainly be better to avoid 
these problems by having the testator 
establish an inter vivos trust, using a 
nominal sum for the original trust res, 
and making his testamentary disposi- 
tions conditional upon the widow’s trans- 
fer of her own property to that inter 
vivos trust. 


4Cf. Rev. Rul. 56-397, I.R.B. 1956-34, p. 14. 
A A A 


@ James E. Bishop, assistant trust offi- 
cer of First National Bank and Trust 
Co., Tulsa, spoke recently before the 
eastern Oklahoma district Mutual of New 
York life insurance agents on “A Cor- 
porate Trustee Looks at Life Insurance.” 
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Sidelights . . 


. Trade Winds. . 


Pies | eholadisyiie) Studies _ 


* 


. Funds Index . . . Reports: 


Eourries Stitt IN Favor 


Fifth Annual Symposium Foresees Stable Dividends 


HE UNITED STATES IS HEADED FOR 
TT: continuation in 1957 of the gen- 
eral high-level industrial activity of the 
past year with unchanged, or perhaps 
even larger, dividends to stockholders. 
This is the consensus of 50 responses to 
T.&E.’s questionnaire to investment ofh- 
cers of selected trust institutions relative 
to suggested recommendations in invest- 
ment management accounts under their 
supervision. Full-scale war is not re- 
garded as a factor and the stock market, 
by a stand-off vote of 23 each way, will 
either show only nominal fluctuation 
from the year-end D-J industrial aver- 
ages or will seek “lower” levels, to a de- 
gree unspecified. It is perhaps note- 
worthy that only three experts look for a 
substantially higher market during 1957. 


The tabulation of prospects for earn- 
ings and dividends seems to confirm 
current thoughts of a narrowing profit 
margin, with proponents of steady and 
declining earnings practically equal in 
number, while majority opinion remains 
strongly on the side of unchanged to 
rising payouts. The score reads: 


Earnings Dividends 


OS 22 33 
Oe 7 13 
Decline ___..._. 21 4 


With the outlook for rising earnings 
less assured (only seven) and but four 
respondents anticipating reduced pay- 
out, it looks like a more difficult year to 
build up retained earnings. 


The following table shows the aver- 
ages recommended for portfolio com- 
positions suited to variable individual 
needs. Except where otherwise indicated 
by parenthetical numbers, the average is 
based upon the 50 replies received. Be- 
cause of drop-outs, totals will not add 
to 100%. It is interesting to note that 
at least five institutions consider pre- 
ferreds at this level attractive even for 
those accounts placing accent on growth, 
probably on the basis that advantageous 
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switches can be made into equities at a 
later date. 


SUGGESTED PORTFOLIO 
PERCENTAGE COMPOSITION FOR: 


Long-Term 
Maximum Income & Growth 


Income Growth Over Income 
Bends ....... 37.24 34.86 32.9 
Pfds. 20(38) 16(31) 16(5) 
Commons 45.98 54.4 69. 
Mortgages _ 25(1) 25(1) 15(1) 


Industry Selections 


Choices of preferred industry groups 
for 1957 investment run generally to the 
normal pattern but, even here, the truth 
of the observation that today’s truism 
may not hold tomorrow is visible. The 
petroleum stocks, long a favorite with 
professional investors, received the 
largest vote with 34 mentions but who 
would, only a few years ago, have dared 
to suggest that the “cyclical” steels 
would be in second place with 27 sup- 
porters? It is true that many basic fac- 
tors have conspired to alter their prior 
“prince or pauper” status but, again, it 
is surprising to find 13 votes for the 
always maligned aircraft builders and 
10 for the up-and-down machine tool 
and heavy machinery sectors, which run 
a tie with the drugs, rubbers and chem- 
icals. 


The gas and electric utilities are in 
third position, followed by electrical 
equipment and electronic companies. 
Special minority mention was also made 
of the fire and casualty insurance stocks 
as depressed investment media. Rails, 
foods, motors, retail stores, dairy prod- 
ucts, building materials, packaging, air 
transport, motors, coal and paper are 
on the least popular end. 


Company Choices 


Among specific nominations in the 
long-term growth category were found 
the usual top blue chips generally in- 
cluded in such compilations. Accord- 
ingly, the following perhaps less often 


mentioned companies are listed as can- 
didates for this select group: 


Air Reduction 
American Potash 
Armco Steel 
Carborundum 

Col. Broadcasting 
Cutler Hammer 
Diamond Alkali 
El Paso Nat. Gas 
Gerber Products 
Hudson Bay Co. 
Island Creek Coal 
Kaiser Aluminum 
Libby-Owens-Ford 


Nat. Cash Register 
Outboard Marine 
Panhandle Eastern 
Pennsylvania Salt 
Polaroid 

Royal Dutch 
Shamrock Oil 
Southern Nat. Gas 
Sperry Rand 
Square D 

Standard Oil of Ind. 
Superior Oil 
Thompson Products 


Eli Lilly & Co. Trane Co. 

Lone Star Cement Union Bag & Paper 

Glenn Martin Vanadium 
Commentary 


Such comments as the following throw 
light on our contributors’ investment 
thinking: 


.. Market just a bit lower for 1957 year- 
end, averages to move in relatively nar- 
row range as in 1956, but continuation 
of great selectivity. 


..1957 earnings should hold fairly well 
and the stock market is more likely to 
be up than down as against the 1956 
close, though no marked change antici- 
pated. 


..1957 earnings could well rise some 5% 
over 1956 but capital requirements and 
the money market should limit increases 
in dividends generally. With bond yields 
so improved, lower stock prices would 
help to pull stock yields closer to bond 
yields. 


..1957 business activity will start at 
high level, declining somewhat during 
the year, although certain areas will 
hold or increase somewhat. Correction 
starting in 1957 and continuing into 1958 
would not be surprising. 


.. 1957 looks like a year when the stock 
buyer can’t win. If business remains suf- 
ficiently good to keep money tight, bonds 
will become increasingly attractive; if 
business slackens and profit margins 
shrink, stocks will become increasingly 
unattractive. Maintain all hedges at top 
quality level. 


.. Although 1957 earnings and activity 
should average higher than 1956, of im- 
portance will be the change in direction 
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from rapid increase to leveling out or 
modest decline. 


.. Still bullish for long-term and not sell- 
ing quality stocks with good gains but 
disturbed by international situation and 
cautious short-term. 


.. Tight money will continue to keep 
bonds more attractive than common 
stocks. Cash needs will restrict dividend 
increases. If GNP turns down in the 
second half, we would look for easier 
money and spreading out of expansion 
plans. 


.. Trust Department primarily confining 
purchases now to bonds at best levels 
since ’30s. 


.. Optimistic as to long-range outlock 
for security prices but expect little ac- 
tion marketwise in averages during 1957. 


.. Adjustments in domestic business due 
to excessive capacities will be aggrava- 
ted by foreign trade disturbances. 


..Due to wage inflation and expansion 
of production capacity, 1957 will be char- 
acterized by continued squeeze on profit 
margins. Attractive yields on fixed-in- 
come securities may dampen investors’ 
equity enthusiasm. Some prospective 
convertible bonds should prove good pur- 
chases in the next few months. 


.-It looks like a hard year to make 
money. 


.. We seem, according to our best calcu- 
lations, to be about where we were in 
1926. Where do we go from here? 


..1957 will be a good year, with some 
strains caused by a slowdown in building 
more productive capacity, also a highly 
competitive year with squeeze on profit 
margins from increased costs. Dividends 
should in general improve a bit due to 
a somewhat lessening need for capital 
expenditures. 


.. Temporarily some stocks may appear 
more attractive than others of similar 
investment quality but have an erratic 
record and should be avoided. Perform- 
ance is more important than the average. 
For income, high-grade preferreds at 
present prices should not be overlooked. 


..Growth issues with high P/E ratios 
may now carry above-normal market 
risks. Dull and stable stocks are relative- 
ly better values for the present. 


. Great selectivity should be used in equi- 
ties now with tight money and growing 
competition squeezing profits not only 
in entire industries but in certain com- 
panies within industries. 


.. Believe 1957 will see good business, 
lower profits and somewhat lower stock 
average prices but nothing drastic. 


..Today’s best values appear to be in 
tax-exempt bonds. 


-.A general profit squeeze in 1957 will 
probably mean lower earnings and lower 
stock prices on a highly selective basis. 


7 While no appreciable change in the 
D-J industrial average is anticipated, a 
modest decline may be expected in view 
0! greater demand for fixed investment 
due to higher yields. 
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1956 
Secondary Stock Offerings 


Sales of large blocks of common stocks may be completed in 
a few hours through public secondary offerings or direct 
private sale. Included in such transactions completed in the 
past twelve months by Blyth & Co., Inc., are the following: 


No. of 
Spares 
12,000 Archer-Daniels-Midland Co. 
34,000 Armstrong Cork Company 
45,300 Atlantic Refining Company 
100,000 Bank of America N.T. & S.A. 
19,000 California Oregon Power Company 
20,825 Colgate-Palmolive Company 
63,000 Commonwealth Oil Refining Company, Inc. 
33,000 Consolidated Freightways, Inc. 
35,000 Continental Copper & Steel Industries, Inc. 
35,000 Crocker-Anglo National Bank 
11,000 Firemen’s Insurance Co. of Newark 
50,000 Great Western Sugar Company 
20,000 Honolulu Oil Corporation — 
13,000 Kearney & Trecker Corporation 
26,500 Kimberly-Clark Corporation 
20,000 Libbey-Owens-Ford Glass Company 
10,000 Life Insurance Investors, Inc. 
40,700 Eli Lilly and Company 
40,000 National Steel Corporation 
50,000 New England Electric System 
25,000 New England Electric System 
11,000 Northern Indiana Public Service Company 
20,000 Northwest Production Corporation 
13,000 Northwestern Steel & Wire Co. 
135,526 Olin Mathieson Chemical Corporation 
47,000 Pabst Brewing Company 
25,000 Peabody Coal Company 
50,000 Permanente Cement Company 
135,000 Rayonier Incorporated 
48,000 Seaboard Air Line Railroad Company 
36,000 Southern New England Telephone Company 
15,000 Tennessee Gas Transmission Company 
425,000 Texas Company 
70,000 Texas Company 
13,000 Vitro Corporation of America 
20,000 Weyerhaeuser Timber Company 
13,100 Winn-Dixie Stores, Inc. 


If you are interested in the sale of common stocks by secondary 
offering, either public or private, information is available at 
offices of Blyth & Co., Inc., in any of the 23 cities listed below. 


Blyth & Co., Inc. 


NEW YORK SAN FRANCISCO CHICAGO LOS ANGELES SEATTLE PORTLAND 
BOSTON PHILADELPHIA PITTSBURGH CLEVELAND LOUISVILLE INDIANAPOLIS 
DETROIT MINNEAPOLIS SPOKANE OAKLAND EUREKA 


a 








SACRAMENTO PASADENA SAN DIEGO SAN JOSE FRESNO PALO ALTO | 
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1956 Bonp MARKETS UNDER PRESSURE 


1956 was a notable year for the bond 
markets inasmuch as closing prices rep- 
resented drastic declines from the early 
part of the year. In many cases quality 
corporate issues suffered losses of as 
much as twenty dollar points and yields 
were up over one hundred basis points. 
As a matter of interest, the spread be- 
tween the low and high yields for the 
year as represented by averages was the 
widest since the early thirties. At the 
year-end prices were at the approximate 
low with the exception of the tax-exempt 
field where there was a modest recovery. 
The heavy demand for loans still seems 
limitless and with money very tight the 
question of its price still seems second- 
ary, thus adding possible further pres- 
sure on markets. Prospects of a major 
rally seem remote over the next few 
months. 


Government obligations have been 
under pressure for some time and out- 
standing long-term issues have recently 
sold at historic lows. The market is ex- 
tremely thin, mainly because of lack of 
interest as well as the fact that Govern- 
ments are out of line. It is too early to 
expect any material rally in this market 
but a degree of leveling-off should ap- 
pear. If and when pressures ease in the 
money market, there may be evidences 
of strength but any sharp early rally 
may prove to be of temporary nature. 
For trading purposes the Victory 2's 
1967-72 might be considered. 


The tax-exempt market probably suf- 
fered more in 1956 than other sectors, 
especially if consideration is given to 
the net return in this field. The adjust- 
ment from early in the year was really 
king-sized. Representative quality issues 
suffered losses ranging from ten to 
twenty points and the general market 
had no rally of major importance. Evi- 
dently supply was greater than demand 
thus destroying any equilibrium. It was 
surprising that the market sank to such 
a low level but more surprising that, 
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even though many new issues were 
priced substantially below comparative 
issues, investor interest at times was 
lukewarm. At present the market has 
improved as compared to levels of a 
few weeks ago and may show further 
progress until it meets volume again. In 
the tax-exempt field, capital gains possi- 
bilities for the long-term investor may 
be greater than in other segments, par- 
ticularly because there apparently will 
be little, if any, change in the tax struc- 
ture over the next few years. 


Corporate obligations have recently 
shown no real tendency to strengthen, 
although on occasion certain issues have 
outperformed the market. Investor inter- 
est is highly selective with emphasis on 
quality and there is little indication that 
over the coming months any major im- 
provement should be expected. Sizeable 
issues are scheduled for offering with- 
in the next few months and any sta- 
bility would serve as an excuse for addi- 
tional financing. The popularity of con- 
vertible issues should not be taken as 
evidence that demand is picking up as 
such issues are geared to the equity 
market. If corporate issues are priced 
realistically, a degree of success is as- 
sured, although each has to be priced 
entirely on its merits and not compara- 
tively. Competition by private place- 
ments at rates lower than going markets 
has made the professional investor bar- 
gain-conscious and restrictions, especi- 
ally as to callability, are to all intents 
and purposes reviving a pattern which 
appeared in the early twenties, namely 
non-callability. That investors are being 
well rewarded in the corporate field is 
not merely an expression, it is a fact. 
To those investors who may anticipate 
a rally in the market, perhaps low-cou 
pon bonds selling at a discount might 
be suggested. 


In summary, it appears to the writer 
that money conditions may remain tight 
for some while with continuing pressure 
on bond markets. A maturity stage in 
the market may be reached in late 
Spring or early Summer with consider- 
able irregularity in the meantime. There 
may be indications at that time that the 
business boom could be flattening out; 
if so, strength may appear in bond mar- 
kets coupled with an ease in the demand 
for money. Prices or yields on fixed 
securities over the coming weeks might 
prove to be most beneficial to the long- 
term investor. 


Joun P. GouRVILLE 


PAINE, WEBBER, JACKSON 
& CURTIS 





Bank Stocks OFFER Goop VALUES 


In spite of the favorable climate in 
which the country’s banks have been 
operating, bank stock prices have not 
reflected the recent improvement in earn- 
ings and yields. Interest rates have been 
rising since 1946, with a slight easing 
in 1954, and today are higher than at 
any time since the 1930’s. Bank profits 
have responded to this influence and 
will show substantial increases for 1956. 

Bank stocks are often called “defen- 
sive investments” but actually their 
earnings growth has matched that of 
many industrial and utility groups. To- 
day bank stocks can be bought on a 
more favorable times/earnings _ basis 
than public utilities, which have not 
shown a comparable growth of earn- 
ings, and since earnings and dividends 
are the ultimate price determinants bank 
stocks appear to offer attractive invest- 
ment opportunities. 

Given a record of steadily improving 
earnings in the past, let us consider the 
prospects for 1957. Bank loan renewals 
are being made at today’s higher rates 
as lower rate loans mature. The follow- 
ing comparison of rates will indicate the 
improved earning position of the banks. 


End of 

1955 1956 

Prime rate ___.............. 83.50% 4.00% 

Treas. 90 day Bill Rate 2.69% 3.22% 

Yield on Government 

Bonds (Intermed- 

iate)* _............... 2.89% 3.48% 
Yield on Municipal 

Bonds* __...... 2.12% 3.44% 


*Standard & Poors Index 


While gross income based on larger 
loan volume and higher yields will show 
very large increases, rising costs will ab- 
sorb a varying portion of this improved 


gross. 


The old rule requiring borrowers to 
carry a deposit balance equal to 20% 
of loans was largely overlooked in re- 
cent years but the banks are again en- 
forcing this rule, which in effect in- 
creases the return on outstanding loans. 

Bank stock prices are currently above 
book value in all but a few cases and 
banks which are in the market for addi- 
tional capital need no longer issue their 
shares at a discount from book value. 

Dividend increases have been numer- 
ous, but pay-out rates are still very con- 
servative. 

In the past ten years there has been 
a great improvement in the breadth of 
the market for the stocks of the larger 
banks outside New York City and many 
of these now enjoy good trading mar- 
kets. 


TRUSTS AND ESTATES 
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It is possible to select a bank stock 
with an excellent earnings record and 
good yield which would be attractive 
to the corporate buyer’ and tax exempt 
institutions seeking current income. For 
the buyer who prefers to’ build up capi- 
tal gains rather than immediate income, 
there are equally attractive bank stocks 
available which plow back the major 
portion of their earnings into expansion 
of facilities and a base for enlarged 
loans. 


Thirteen of the country’s largest cor- 
porations have announced plans for 
1957 capital expenditures totaling 6% 
over those of 1956. With basic maierials 
and labor still not in full supply, an 
easy credit policy would be inflationary 
and is not generally anticipated. The 
demand for credit among corporate bor- 
rowers is expected to continue to sub- 
may the 
pressure toward higher interest rates. 


stantial levels and increase 

On the adverse side, the banks have 
sold bonds at losses to fill loan demand 
and to make switches for tax advantage. 
Where are not 
handled through reserve accounts, 1956 
net profits will reflect these losses. How- 
ever, most regulatory bodies require 


security transactions 


that banks shall not accrue bond dis- 
and a Government bond at 88 
with a 214° coupon shows only $25 
in the with the dis- 
count flowing through as a capital gain. 
With the tax advantage of a capital gain 
rate on bond profits, banks are realizing 
a distinct profit advantage in the pur- 
chase of bonds at a discount—an ad- 


count 


income account, 


vantage which does not show up in op- 
erating earnings. 

In common with industry, the banks 
have to cope with the increased cost of 
doing business and, among the big 
banks, large expenditures are being 
made for mechanization in an effort to 
meet the problem. 


In the selection of bank stock invest- 
ments, regional differences should be 
noted for their effect on earning power. 
Deposit growth has been greatest in the 
Pacific Coast and Southwest areas and 
the smallest in the New York area. 
There marked difference in the 
make up of the deposit structure, how- 
ever, and this in turn is reflected in the 
portfolios of the banks in various parts 
oi the country, with longer term com- 
milments possible where time deposits 
are large. Savings deposits have only a 
\'- Reserve requirement but are sub- 
ject to interest costs, which in 1956 
Were 2% on the Coast and in many 
Mid-Western cities and 214% in New 


is a 


JANUARY 1957 


York commercial banks. The Bank of 
America in San Francisco has just 
raised the rate on savings deposits from 
2% to 3% and the Chase Manhattan 
Bank in New York has raised its rate 
from 214% to 3% although to date the 
other large New York banks have not 
followed suit. At the end of 1956, how- 
ever, the Bank of America reported that 
approximately 37% of its deposits were 
savings deposits, compared with 3% for 
the Chase Manhattan Bank and 6% for 
the First National City Bank of New 
York. Time deposits of corporations 
are not included in these percentages. 


In the prevailing lenders market, the 
New York banks with their shorter term 
commitments and large capital funds 
have been able to take advantage of 
rising interest and have been 
showing greater increases in net opera- 
ting earnings than the banks in the so- 
called growth territories. This has been 
particularly true of the wholesale banks, 
but the very large Eastern banks which 
maintain big branch systems are also 
very active in the field of large business 
loans to corporations across the country 
and are showing greatly improved oper- 
ating earnings for 1956. 


rates 


Balancing out the pros and cons in 
the current situation, it would appear 
that many bank stocks currently offer 
especially attractive investment oppor- 
tunities on the basis of favorable P/E 
ratios and yields. 


IRENE J. ROBERTS 
BLYTH & CO., INC. 





FIRE AND CASUALTY INSURERS FACE 
UNCERTAIN 1957 


At one time, serious investment schol- 
ars considered fire and casualty insur- 
ance stocks an ideal hedge against infla- 
tion on the assumption that their large 
common stock holdings would advance 
materially and be reflected in a rising 
price for insurance shares. Unfortun- 
ately, this theory had one major fallacy, 
namely, that earning power is the prime 
determinant of market price. An ‘insur- 
ance company’s earnings are derived not 
solely from investments but also from 
underwriting insurance risks and in 1956 
the average insurance company suffered 
severe losses in its underwriting account, 
in most instances sufficiently large to 
wipe out investment earnings. As a con- 
sequence of the drastic deterioration in 
underwriting last year, prices of the 
country’s leading stock insurance com- 
panies receded to 1953 and 1954 levels. 


The major culprit was creeping infla- 
tion. Fire losses throughout the United 
States were about 12% ahead of the 
previous year. While the actual number 
of fires did not rise perceptibly the dol- 
lar loss per fire was much greater. In 
1956 underwriters were stunned by the 
large number of losses among prime 
One company specializing in 
school fires reported twice the normal 
number of losses; another specializing 
in church insurance reported a similar 
experience. 


risks, 


Automobile writers reported a con- 
tinuation of the rising trend in jury 
awards, a reflection of the decreasing 





e * 
A STEADILY GROWING ORGANIZATION a 
UNCI 

OF PROGRESSIVE COMMUNITY BANKS 
COOPERATIVELY SHARING THE COST 

OF A FULL-TIME RESEARCH AND ADVISORY STAFF 

TRAINED AND EXPERIENCED 
IN EVERY PHASE OF INVESTMENT MANAGEMENT 
YOU CAN GET FULL DETAILS AT THE COUNCIL’S BOOTH 
MID-WINTER TRUST CONFERENCE 
WALDORF-ASTORIA, NEW YORK, FEBRUARY 4-6, 1957 
& 

STUDLEY, SHUPERT TRUST INVESTMENT 

COUNCIL 

900 Provident Trust Building, Philadeiphia 3, Penna. 
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purchasing power of the dollar. Claim- 
ants are less anxious for immediate set- 
tlement and many eagerly look forward 
to the jury verdicts that have been so 
well publicized. Last year the accident 
frequency rose and the grim statistics 
now record over 40,000 lives lost in 
motor fatalities. 


Strangely enough, some of 1956’s 
losses can be traced to the unusually 
high profits recorded on fire insurance 
lines over the 1948-1954 period. During 
periods of such abnormal profits, under- 











CONSOLIDATED 
NATURAL GAS 
COMPANY 


30 Rockefeller Plaza 
New York 20, N. Y. 


DIVIDEND No. 36 


Tee BOARD OF DIRECTORS 
has this day declared a regu- 
lar quarterly dividend of Forty- 
Seven and One-Half Cents 
(4714¢) per share on the capi- 
tal stock of the Company, pay- 
able Februery 15, 1957 to stock- 
holders of record at the close 
of business January 15, 1957. 


R. E. PALMER, Secretary 
December 20, 1956 
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TENNESSEE CORPORATION 


TENNESSEE 
CORPORATION 


November 14, 1956 


CASH DIVIDEND 
A dividend of fifty-five 
(55¢) cents per share was de- 
clared payable December 20, 
1956, to stockholders of 
record at the close of busi- 
ness November 29, 1956. 


EXTRA CASH DIVIDEND 


An extra dividend of 
twenty-five (25¢) cents per 
share was declared payable 
January 10, 1957, to stock- 
holders of record at the close 
of business November 29, 
1956. 

STOCK DIVIDEND 

In addition, a 3% stock 
dividend was declared pay- 
able January 10, 1957, to 
stockholders of record at the 
close of business November 
29, 1956. 


The above cash dividends 
will not be paid on the shares 
issued pursuant to the stock 


dividend. 

Joun G. GreensurGcH 
61 Broadway Treasurer. 
New York 6, N. Y. 




















writing tends to become very lax and 
many risks are assumed which under 
normal circumstances would not have 
been written or, if written, at different 
rates. Some of these poor risks haunt- 
ingly materialized in 1956. Furthermore, 
high profits generally result in rate re- 
ductions and the cumulative effect of 
these reductions, started in 1954, was 
not fully felt until 1956. In addition, 
many insurance companies which for- 
merly issued large volumes of term in- 
surance—that is on a three or five year 
basis—began writing fire polices on a 
one year basis with a guaranty, in effect, 
of no rate increase for three or five 
years on these policies. Thus less premi- 
ums were received, resulting in less in- 
vestable funds and less investment in- 
come therefrom. 


What about 1957? Underwriters be- 
lieve that much of the poor fire experi- 
ence is hehind them. The last several 
months oi 1956 showed the earmarks of 
a potential trend toward less costly 
losses. According to the so-called “Law 
of Averages,” fewer prime risks will be- 
come losses in 1957. Fire insurance 
premiums will probably be raised and 
while the effect will not be felt in 1957, 
it augurs well for 1958. 


Casualty insurance—mainly automo- 
bile lines—pose a somewhat different 
problem in 1957, First of all, while 1956 
experience was bad, it was not nearly as 
poor as fire. Hence the relative improve- 
ment in 1957 brought about by antici- 
pated rate increases will not appear as 
spectacular as the potential improvement 
in fire. Since New York enacted its 
compulsory automobile insurance pro- 
gram, other states may jump on the 
band wagon. The industry has fears, 
based on its Massachusetts experience, 
that rates under a compulsory setup 
will become a political football. Be this 
as it may, the insurance companies ap- 
pear to be fighting a losing battle 
against this form of social insurance. 





During the last year and continuing 
to the present, many policies have been 
greatly broadened in order to cope com. 
petitively with the ever growing spectre 
of the direct writers, such as Allstate 
and Nationwide. Such is the competition, 
that policies were broadened even 








THE CINCINNATI GAS 
& ELECTRIC COMPANY 





Over 104 years of uninterrupted 
cash dividends on common stock 


The 
Board of Directors has 
declared a dividend of 30 cents 
per share payable February 15, 1957, 
to shareholders of record 
January 15, 1957. 


WALTER E. BECKJORD, SECRETARY 











INTERNATIONAL 
((c i) SHOE 
COMPANY 
St. Louis 
TH yBkRd 
CONSECUTIVE DIVIDEND 
Common Stock 
A quarterly dividend of 60¢ 
per share payable on January 
1, 1957 to stockholders of rec- 
ord at the close of business 
December 14, 1956, was de- 
clared by the Board of Directors. 


ANDREW W. JOHNSON 


Vice-President ans Treasurer 


December 3, 1956 

















‘The DIAMOND 
MATCH COMPANY 





75th CONSECUTIVE YEAR 





OF DIVIDENDS 


The Board of Directors of The Diamond Match Company 
on December 13, 1956, declared a regular quarterly dividend See 














of 45¢ per share on the Common Stock. At the same meeting the 
Board also declared a quarterly dividend of 37¥2c per 
share on the $1.50 Cumulative Preferred Stock. 
Both dividends are payable February 1, 
1957 to stockholders of record 

January 4, 1957. 


PERRY S. WOODBURY, Secretary and Treosurer 





TRUSTS AND ESTATES 
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though companies were losing money 
on them. When one considers that over 
the last five years Allstate wrote only 
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7% of the total automobile liability and 
property damage business of all stock 
companies in the United States, yet 
earned more than 50% of all the profits 
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BATTERIES, INC. 
SAINT PAUL, MINNESOTA 


Manufacturers of Automotive 
and Industrial Batteries 


DIVIDEND NOTICE 


»~ 
The Board of _ 
Directors today 


declared a dividend 
of 42 %¢ per share on 
Common Stock, payable 
February 1, to shareholders 
of record January 18, 1957. 
A. H. DAGGETT 
President 

December 10, 
1956 


















REGULAR 
QUARTERLY 
DIVIDEND 


The Board of Directors has 
declared this day 

COMMON STOCK DIVIDEND NO. 90 
This is a regular quarterly 
dividend of 


2 5 ¢ ee 


payable on February 15, 1957, 

to hoiders of record at close 

of business January 19, 1957. 
H. Edwin Olson 

Vice-President and Secretary 

January 3, 1957 


THE COLUMBIA 
GAS SYSTEM, INC. 
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recorded by the entire industry, the ex- 
tent of the problem becomes apparent. 
Last year saw the emergence or change 
of quite a few stock automobile com- 
panies, controlled by the agency com- 
panies, designed solely to write so-called 
cut-rate automobile coverage. No doubt 
1957 will see even more companies 
changing their method of merchandising 
for competitive reasons. 


One additional effect of inflation was 
seen in 1956 in rising expense ratios. 
It is becoming increasingly difficult for 
the comparatively small stock, fire or 
casualty company to conduct its busi- 
ness on a countrywide basis. Higher 
costs, greater problems of underwriting. 
the need for offering complete multiple 
line facilities and the general shortage 
of trained personnel will bring together 
many companies sharing these woes. The 
few mergers that have occurred in re- 
cent years are as the proverbial “drop 
in the bucket” compared to the number 
theoretically possible under present con- 
ditions. With practically all insurance 
stocks today selling below their going 
concern value, and with many priced as 
much as 60% below the so-called liqui- 
dating value, possibilities for substan- 
tial capital gain are good. 


To sum up, 1957 should be a decent 
year for the casualty underwriters and 
an improved, but still unprofitable, year 
for the property insurers. 


GEORGE T. STEWART 
BLYTH & CO., INC. 
A BA A 


TRUST INVESTMENT MAN GOEs To 
TREASURY 


Paul I. Wren, vice president of Old 
Colony Trust Co. of Boston and a well 
known figure in trust investment circles, 
has been appointed assistant to Secre- 
tary of the Treasury George M. Hum- 
phrey. He will be concerned with financ- 
ing and debt management. 








DIVIDEND 





Insurance Company of North America 
Philadelphia 


The Board of Directors has declared a 
quarterly dividend of 6214¢ per share on 
the capital stock of the Company payable 


NO. January 15, 1957 to stockholders of record 
° at the close of business December 31, 1956. 
e -he Transfer Books will not be closed. 


December 11, 1956 #8 





J. KENTON EISENBREY 
Secretary = 


sf 
“ 








January 1957 


PRINCETON PANEL ON CAPITALISM 


The “Princeton Panel’ has been formed 
as an organization to operate a teaching 
center, organize a roster of talent, and 
develop a better literature — all with 
regard to capitalism, its principles and 
practices and its contributions to man- 
kind. The Panel will have its own build- 
ings at Princeton as a permanent center 
and will work with individuals, schools, 
industries and adult education groups. 


The Panel is wholly owned by the non- 
profit Princeton Panel Foundation which 
will seek tax exemption. Financial sup- 
port will be drawn from subscriptions 
and fees for special services. 








PACIFIC GAS and ELECTRIC Co. 


DIVIDEND NOTICE 
Common Stock Dividend No. 164 


The Board of Directors on December 
19, 1956, declared a cash dividend for 


the fourth quarter of the year of 60 
cents per share upon the Company's 
common capital stock. This dividend 
will be paid by check on Janvary 15, 
1957, to common stockholders of record 
at the close of business on December 
28, 1956. 


K. C. Curistensen, Treasurer 


San Francisco, California 

















Southern California 


Edison Company 


DIVIDENDS 


The Board of Directors has 
authorized the payment of the 
following quarterly dividends: 


COMMON STOCK 
Dividend No, 188 
60 cents per share; 


PREFERENCE STOCK, 

4.48% CONVERTIBLE SERIES 
Dividend No. 39 

28 cents per share; 


PREFERENCE STOCK, 

4.56% CONVERTIBLE SERIES 
Dividend No. 35 

281'/2 cents per share. 


The above dividends are pay- 
able January 31, 1957, to stock- 
holders of record January 5. 
Checks will be mailed from 
the Company's office in Los 
Angeles, January 31, 


P. C. HALE, Treasurer 


December 21, 1956 
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New Issues-190560 


Purchased and Offered by Halsey, Stuart & Co. Inc. alone or with associates* 


Amount of 
Issue 
15,000,000 
6,000,000 
25,045,000 
8,000,000 
20,000,000 
50,000,000 


54,930,000 


22,000,000 
8,495,000 
100,000,000 
5,040,000 
14,000,000 


5,370,000 


15,500,000. 


166,000,000 
5,800,000 


20,000,000 


17,000,000 
7,133,000 
40,000,000 
6,000,000 
163,245,000 
41,000,000 
19,648,000 
25,000,000 
5,550,000 
48,624,000 
50,000,000 
11,026,000 
20,000,000 
20,000,000 
12,000,000 
66,152,000 
7,250,000 
10,000,000 
5,000,000 
6,200,000 
8,000,000 
6,421,000 


164,643,750 


Tax-Exempt 


ALABAMA HIGHWAY AUTHORITY}{ 
Var. Rates Bonds, Due 1958-75 

ALLEGHENY COUNTY INST. DIST., PA. 
2%% Bonds, Due 1957-86 

BALTIMORE, MD.j+ 

274% & 2%4% Bonds, Due 1958-82 

BETHLEHEM AUTHORITY, PA. 

Var. Rates Rev. Bonds, Due 1959-96 

BOSTON, MASS. (4 issues) 

Var. Rates Notes, Due 1956 

CALIFORNIA, STATE OF} 

Var. Rates Bonds, Due 1958-77 

CHELAN COUNTY P.U.D. NO. 1, WASH.+{ 
Hydro-Electric System Revenue Bonds (2 Issues) 
Var. Rates, Due 1959-2003 

CHICAGO, ILL.+ 

2%% & 1%4% Bonds, Due 1958-75 

CINCINNATI, OHIO 

Var. Rates Bonds, Due 1957-96 

CONNECTICUT, STATE OF+ 

2% % & 2.90% Rev. Bonds, Due 1961-95 

COOK CO. H/S/D NO. 212, LEYDEN, ILL.+ 
4% Bonds, Due 1957-76 

DEARBORN SCHOOL DISTRICT, MICH.+ 
Var. Rates Bonds, Due 1956-73 

FLINT, MICH.t+ 

Var. Rates Bonds, Due 1958-86 

GEORGIA RURAL ROADS AUTHORITY?+{ 
4% & 2%, % Rev. Bonds, Due 1958-72 

GRANT COUNTY P.U.D. NO. 2, WASH.{ 
3% % Rev. Bonds, Due 2005 

HAGERSTOWN, MD. 

Var. Rates Bonds, Due 1957-81 

HAWAII, TERRITORY OF} 

4\A% & 3.80% Rev. Bonds, Due 1958-86 & 

344% Bonds, Due 1959-76 (2 issues) 

HOUSTON, TEX.+ 

Var. Rates Bonds, Due 1957-81 

KANSAS CITY, MO.+ 

Var. Rates Bonds, Due 1957-76 

LOS ANGELES, CALIF.+ 

Var. Rates Bonds, Due 1957-76 

MAHONING VALLEY SANITARY DIST., 
OHIO 3% Bonds, Due 1957-76 

MEMPHIS, TENN.t+ 

Var. Rates Rev. Bonds, Due 1963-77 & 1992 
MICHIGAN, STATE OF} (2 issues) 

Var. Rates Rev. Bonds, Due 1957-79 

NASSAU COUNTY, N.Y. 

3.40% Bonds, Due 1957-85 

NEW JERSEY HIGHWAY AUTHORITY} 
4% % Rev. Bonds, Due 1988 

NEW ORLEANS, LA. 

Var. Rates Bonds, Due 1957-95 

NEW YORK SCHOOL DISTRICTS 

Var. Rates Bonds, Due 1956-86 (20 issues) 

OHIO, STATE OF+ 

Var. Rates Rev. Bonds, Due 1956-72 

OKLAHOMA CITY, OKLA. } (2 issues) 

Var. Rates Bonds, Due 1958-81 

OMAHA SCHOOL DISTRICT, NEBR.+ 
Var. Rates Bonds, Due 1958-77 
PENNSYLVANIA, GEN. STATE AU- 
THORITY Var. Rates Bonds, Due 1958-82 
PHILADELPHIA SCHOOL DIST,., PA.+ 
Var. Rates Bonds, Due 1958-81 

PHILADELPHIA, PA.} (2 issues) 

Var. Rates Bonds, Due 1957-87 

POWER AUTHORITY OF STATE OF N.Y. 
Var. Rates Rev. Bonds, Due 1961-85 

SALT RIVER PROJECT, ARIZ.+ 

Var. Rates Bonds, Due 1960-87 

TACOMA, WASH. 

Var. Rates Rev. Bonds, Due 1959-79 

TULSA, OKLA. (2 issues) 

Var. Rates Bonds, Due 1958-81 

WASHINGTON COUNTY, MD. 

3% & 2.90% Bonds, Due 1957-81 

YONKERS, N.Y.+ 

3.30% Bonds, Due 1957-76 

ADDITIONAL TAX-EXEMPT BONDS— 
(120 Issues) 





Amount of 
Issue 


$250,000,000 


35,000,000 
11,430,000 
13,800,000 
40,000,000 
40,000,000 
40,000,000 
10,000,000 

9,030,000 
20,000,000 
15,000,000 
30,000,000 
10,000,000 
11,250,000 
20,000,000 
23,000,000 
22,481,000 
11,500,000 
25,000,000 
15,000,000 
50,000,000 
60,000,000 
40,000,000 


35,000,000 
9,600,000 
80,000,000 


10,000,000 


23,350,000 


71,823,000 ADDITIONAL EQUIPMENT TRUST CERTIFICATES— 


Descriptive circulars or prosp 


Corporate 


AMERICAN TELEPHONE AND TELEGRAPH COMPANY} 

34 Year 3% % Debentures, Due July 1, 1990 . 

BELL TELEPHONE COMPANY OF PENNSYLVANIA 

40 Year 314% Debentures, Due March1,1996 . . . 

BOSTON AND MAINE RAILROAD EQUIPMENT TRUST, 

SERIES 1, 412% Certificates, Due 1957-71. . 

CHESAPEAKE AND OHIO RAILWAY EQUIPMENT 

TRUSTS OF 1956 3%% & 3% & Certificates, Due 1957-71 

THE COLUMBIA GAS SYSTEM, INC. 

3% % Debentures, SeriesF,Due 1981 . .... .- 

COMMONWEALTH EDISON COMPANY 

First Mtge. 342% Bonds, SeriesR, Due 1986 . .. . 

CONSUMERS POWER COMPANY 

First Mtge. Bonds, 4% Seriesdue 1986. . . . . 

DALLAS POWER & LIGHT COMPANY 

First Mtge. Bonds, 44 % Series due 1986 

ERIE RAILROAD EQUIPMENT TRUSTS OF 1956 & 57 

33%, % & 44% Certificates, Due 1957-72. . . 

GENERAL TELEPHONE COMPANY OF CALIFORNIA 

First Mtge. Bonds, Series J, Due 1986 (442%) . 

GULF STATES UTILITIES COMPANY 

First Mtge. Bonds, 4% % Series due 1986 

HOUSTON LIGHTING & POWER COMPANY 

First Mtge. Bonds, 344% Seriesdue 1986 . 

INDIANAPOLIS POWER & LIGHT COMPANY 

First Mtge. Bonds, 3% % Series,due 1986 . . . 

LOUISVILLE AND NASHVILLE RAILROAD EQUIP. 

MENT TRUSTS, SERIES O & P, 3 & 3% % Ctfs., Due 1957-71 

LONG ISLAND LIGHTING COMPANY 

First Mtge. Bonds, Series I, 434%, Due 1986 . . . 

MISSOURI PACIFIC RAILROAD COMPANY 

Collateral Trust 44% Notesdue 1976. . . 

MONTREAL, THE CITY OF (CANADA)t+ 

4,4, % & 44% U.S. Debentures Due 1958-76 . 

MONTREAL TRANSPORTATION COMMISSION; 

43% % Sinking Fund Debentures, Due 1976. . 

MOUNTAIN STATES TELEPHONE AND TELEGRAPH 

COMPANY 34 Year 314 % Debentures, Due June 1, 1990 
NORTHERN ILLINOIS GAS COMPANY 

First Mtge. Bonds, 334 % Series due 1981 

PUBLIC SERVICE ELECTRIC AND GAS COMPANY 

First & Ref. Mtge. Bonds, 4% &% Series due 1986 

SOUTHERN BELL TELEPHONE AND TELEGRAPH 

COMPANY 27 Year 4% Debentures, Due October 1, 1983 

SOUTHERN CALIFORNIA GAS COMPANY 

First Mtge. Bonds, Series B, due 1981 (34%) . 

SOUTHERN PACIFIC COMPANY 

First Mtge. Bonds, 54 %, Series H, Due 1983 . 

Equip. Trust Ctfs., Series VV, 4% Due 1957-71 

TENNESSEE GAS TRANSMISSION COMPANY? 

First Mtge. Pipe Line Bonds, 434% Ser. due 1976 & 444% 

Debentures due January 1,1977 . . . . . . «© « « 

TEXAS POWER & LIGHT COMPANY 

First Mtge. Bonds, 4%, % Seriesdue 1986 . .. 





ADDITIONAL PUBLIC UTILITY BONDS (5 issues) 


(18 issues) 


2h hf, 





, where 
securities upon request. 


Send for Year-End Bond Survey and Tax Chart 


Concise survey of 1956 bond market and outlook for 
1957, and comparison chart based upon individual Federal 
tax rates now in effect—to help you determine the value 
of tax exemption in your income bracket. Write with- 
out obligation for folders TR-56. 


HALSEY, STUART & CO. 


Underwriting 


Interest 


- $23,150,000 


7,950,000 
4,755,000 
5,925,000 
5,450,000 
6,750,000 
6,700,000 
3,300,000 
3,630,000 
4,350,000 
4,000,000 
9,600,000 
7,550,000 
3,825,000 
4,350,000 
2,760,000 
2,450,000 
950,000 
4,900,000 
12,750,000 
6,600,000 
6,150,000 
10,150,000 


5,150,000 
2,775,000 


4,168,000 


6,550,000 


11,850,000 


37,258,000 


, and current quotations will be supplied for any of these 


*To December 19, 1956 Issue headed jointly by Halsey, Stuart & Co. Inc. and others, All other issues were headed by 
Halsey, Stuart & Co. Inc. alone, Not included in these compilations are issues in which Halsey, Stuart & Co. Inc. partici- 
bated only as a member of an account. 








INC. 


123 S$. LASALLE STREET, CHICAGO 90 © 35 WALL STREET, NEW YORK 5 


AND OTHER PRINCIPAL CITIES 
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How Asout °57? 

The economic soothsayers have come 
up with the latest crop of business pre- 
dictions for 1957. Not surprisingly, hu- 
man nature being as it is, they run to 
the optimistic, particularly in the case 
of top management appraisals of com- 
pany prospects. This infers no evasion 
or lack of frankness toward the com- 
panies’ owners but rather a sense of 
confidence in their own management 
skills and abilities to guide business 
through choppy waters. 

Buttressing managements judgment 
that the economy is not due for an 
immediate tailspin are sizable 
capital programs for this year. Already 
announced by eleven large companies 
are projected outlays of some $6.4 bil- 
lion, among them $2.5 billion for Amer- 
ican Telephone and Telegraph Co. and 
$1.25 billion for Standard Oil (N.J.). 
These sums will not only match normal 
growth but represent replacement of less 
efficient facilities, as well. 
from informed sources indicate that the 
total 1957 expansion program by indus- 
try will run, roughly, about the same 
as in 1956 or between $35-$40 billion. 
Such expenditures, unless curtailed by 
excessive costs or other deterring fac- 
tors, will serve as a marked stimulus to 
many kinds of business and to smaller 


some 


Estimates 


suppliers down the line. 

Likewise on the sunny side are the 
findings of a panel of 14 economists 
conducted by the National Industrial 
Conference Board that this year will be 
the best in history for industry. They 


do, however, sound a warning of pos- . 


“ible unfavorable developments in high- 

interest rates, more wage inflation 
vid deteriorating industrial, banking 
eid consumer liquidity. The likelihood 

profit squeezes is also noted. Gross 
National Product is estimated to rise 
some 4°, of which about one-half will 
respond to higher ' price levels. 

The matter of declining profit margins 
keeps recurring in nearly every review 


ol the business outlook, although it is 
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often glossed over by the optimistic hope 
of ever larger volume. 1956 saw some 
examples of pared profit margins as 
compared with 1955 and majority be- 
lief is that 1957 will offer more of the 
same. Behind it lies the unrealistic and 
very dangerous conviction, or at least 
assertion, on the part of labor leaders 
that annual extraction of higher wages 
for their members can be absorbed by 
the corporations, regardless of the fac- 
tor of productivity. The ultimate result 
must be the passing on of increased 
costs in the retail price or liquidation of 
an unprofitable operation. With plenty 
of evidence already on the record that 
1957 will see another round of labor 
demands, investors are rightly cocking 
a critical eye at interim reports and 
P/E ratios. The practically unlimited 
power of union leaders to enforce wage 
demands in our integrated economy 
continues to be a matter of real con- 
cern; probably the remedy will come 
from buyer resistance than 
through legislation. 


rather 


Assuming that 1957 will see another 
year of record or near-capacity activity, 
in which spending and 
consumer income will continue to sup- 
port the motor car, building and steel 
sectors, how will the investment markets 
behave? Readers may find some provoc- 
ative suggestions in the compilation of 
opinions of prominent investment offi- 
cers of leading trust institutions appear- 
ing in this issue (p. 34). Street opinion 
runs the gamut, as always, but probably 
the fairest appraisal of overall sentiment 
would be that, with stocks generally at 
a high level as gauged by the D-J indus- 
trial average, this year is likely to see a 
broad consolidation movement and gen- 
erally lower prices for the stock list. 


Government 


Until stock yields improve materially 
in comparison with the sharply higher 
returns now available in the fixed in- 
come sectors or common stock earnings 
prospects promise a more normal P/E 
ratio, institutional investment managers 
with full scope of action will find little 


or no justification for taking substantial 
stock positions with new funds, except 
as careful delving unearths especially 
attractive potentials not yet reflected in 
market prices. Bonds and top-grade pre- 
ferreds may or may not have seen their 
lows but current levels, in the opinion 
of many experts, appear to offer worth- 
while yields not available for many 
years. 


Pressures continue to mount against 
Federal Reserve Board policies and, as 
Congress convenes, it appears possible 
that the tight money controversy may 
break into the legislative halls. Most of 
the criticism comes from those whose 
business would be aided by easily avail- 
able credit at low rates, such as manu- 
facturers of consumer durables, plus, of 
course, the powerful blocs dedicated to 
the several areas of construction. The 
bald truth about “tight money” is that 
rising rates are a reflection of continu- 
ing demand outstripping the supply of 
savings available for an expanding 
economy. 


The commotion stems from self in- 
terest mixed with misrepresentation and 
misunderstanding. To assert that the 
Reserve Board is making money “tight” 
is twaddle because the Board does not 
initiate rates as much as it recognizes 
the existence of the forces which cause 
them, through its discount mechanism. 
Money for necessary functions has al- 
ways been, and will continue to be, 
readily available but the Board is en- 
tirely correct in restricting its availa- 
bility so that orderly growth and dollar 
stability are protected. The danger in 
allowing the question to become a politi- 
cal football is obvious, bearing in mind 
the politicians’ responsive ear to the 
voters’ fancied wrongs at the hands’ of 
financial interests, even ii it is the Fed- 
eral Reserve Board. We hope that wiser 
counsels will steer Congressional time 
and energies to more constructive ends. 


Although glaring inconsistencies are 
nothing new in government, it rings a 
somewhat sour note to hear Under Sec- 
retary of the Treasury Burgess stress be- 
fore the mid-December meeting of the 
Life Insurance Association of America 
the need for individual saving at a rate 
even greater than the current estimate 
of 714% of income after taxes, in order 
to promote economic growth. Why must 
the Federal Government exhort the al- 
ready heavily - burdened taxpayer to 
further personal economy while it pro- 
jects more and larger undertakings, too 
many of which have the flimsiest, or no, 
excuse for being? 


4l 





All necessary services, including an 
impregnable defense program, should 
be preserved but the call for individual 
sacrifice in the face of Administration 
fiscal profligacy is a mockery of the 
citizen. If outgo were reduced for a 
change, the taxpayer would have more 
disposable income and it is no secret 
that dollars in the private pocket are 
better workmen than when doled out 
by the tax collector. The easy assump- 
tion that budgets and taxes can’t be 
reduced breaks down when one scans 
the fantastic hodge-podge of budget 
items. Real leadership is necessary to 
help the taxpayer and keep the country 
financially sound. 


Savincs Bank Funp Hops FIRM 


In the light of overall price decline 
in better-grade equities during the sec- 
ond half of 1956, the Institutional In- 
vestors Mutual Fund, Inc. has fared well 
in the performance of its predominantly 
(94.39%) stock portfolio during this 
period. The December 31, 1956 report 
shows a total asset valuation of nearly 
$26.1 million, of which the 497,550 
share common stock portion accounted 
for $246 million. 69 New York State 
mutual savings banks were participating 
at report date. Liquidating value of the 
unit shares was $1,591 each, as com- 
pared with $1,604 at report date six 
months earlier.* 

Dividends, paid entirely from income 
as distinguished from capital gains, for 
the six months term totalled $27.40, 
representing a portfolio yield of 5.08%. 
On the stock portion alone, the return 
was 5.27%, a most commendable fig- 
ure considering the high quality of the 
list. An unrealized profit of $5,675,486 
in the stock account furnishes a com- 
fortable cushion at current prices. 


During the second half-year, the 
Fund’s positions in Allis-Chalmers, Al- 
lied Stores, General Shoe, Texas Gulf 
Sulphur and Union Oil of California 
were eliminated and commitments en- 
tered into in Anchor-Hocking and Stand- 
ard Oil Co. (Indiana). Otherwise, indus- 
try group percentages remained largely 
unaltered. There was a slight decline in 
the value of the chemicals and utilities 
and a slight rise in the petroleum group 
from 14.14% to 15.4%. Treasury bills 
of $1,035,000 maturing in March, 1957 
and $300,000 of Notes maturing in Feb- 
ruary 1959 serve as a buying reserve. 


As a result of the happy experience 
of the New York State operation, it is 
reported that the Savings Bank Associa- 


*T&E, July, 1956, p. 635. 
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MARKET 


SHARES Group 
AUTOMOBILES 
11,500 General Motors $ 


(1.94%) 


BurtpInc MATERIALS 
2,100 United States Gypsum —. $ 


(.46%) 
CHEMICALS 


2,000 E. I. du Pont de Nemours _$ 
6,000 Eastman Kodak Co. __.. 
9,000 Hercules Powder Co. 
4,500 Pennsylvania Salt Mfg. Co. 
2,000 Union Carbide and Carbon 


(in thousands) 


506,000 


118,913 


385,500 
526,500 
354,375 
252,000 
231,500 


(6.71%) $ 1,749,875 


CONFECTIONERY 
4,000 American Chicle Co. $ 
(85%) 
CONTAINERS 
5,400 American Can Co. __...__. $ 


*6,000 Anchor Hocking Glass _. 
7,400 Continental Can Co. __. 


(3.02%) $ 
Drucs 


10,500 McKesson & Robbins, Inc.$ 
21,500 Mead Johnson & Co, __. 
20,500 Merck & Co., Inc. _. 
7,900 Sterling Drug, Inc. _. 


223,000 


223,425 
213,000 
352,425 


788,850 


525,000 
749,812 
640,625 
395,625 


(8.86%) $ 2,311,062 


ELECTRICAL EQUIPMENT 


4,700 General Electric —... $ 
3,000 Sylvania Electric Products 
3,500 Westinghouse Electric __ 


(2.36%) $ 


ELectricaL UTILITIES 


14,000 American Gas & El. Co. _.$ 
7,000 Baltimore Gas & El. Co. 
9,000 Cincinnati Gas & El. Co. — 
7,650 Commonwealth Edison Co. 
5.000 Con. Edison, N. Y. —.... 
7,000 Gulf States Utilities Co. _ 
9,000 Idaho Power Co. 
7,000 Kansas City Pr. & Lt. Co... 
9,000 Louisville Gas & El. Co. — 
15,000 Northern States Power __.. 
8,000 Oklahoma Gas & El. Co. _. 
5,000 Philadelphia Electric Co. 
5,000 Southern California Edison 
6,500 Virginia Electric & Pr. Co. 
8,000 Wisconsin Electric Pr. Co. 


283,175 
131,625 
201,250 


616,050 


521,500 
227,500 
237,375 
299,306 
225,000 
249,375 
276,750 
273,875 
249,750 
256,875 
308,000 
187,500 
227,500 
286,813 
255,000 


(15.64%) $ 4,082,119 


FINANCE 


18,000 Beneficial Finance Co. __ $ 
11,600 Commercial Credit Co. _.. 


(3.40%) $ 


Foops 


10,000 General Foods Corp. — $ 
10,500 National Dairy Products _ 
9,000 Pillsbury Mills, Inc. 


333,000 
555,350 


888,350 


435,000 
401,625 
387,000 





(4.69%) $ 1,223,625 


INVESTMENTS OF INSTITUTIONAL INVESTORS MUTUAL FUND, INC. 


MARKET 


SHARES GROUP (in thousands) 


INSURANCE 


6,000 United States F. & G. $ 381,750 


(1.46%) 
MACHINERY 


2,700 Caterpillar Tractor Co. _.$ 242,325 
3,000 Ingersoll-Rand Co. _. 255,000 


(1.91%)$ 497,325 
MISCELLANEOUS 


8,500 American Optical Co. —__ $ 284,750 
10,500 General American Trans. 774,375 





(4.06%) $ 1,059,125 

Non-Ferrous METALS 
3,400 Aluminum Co. of America $ 313,225 
6,000 Climax Molybdenum Co. - 403,500 
4,000 Kennecott Copper Corp. — 510,500 


(4.70%) $ 1,227,225 
OFFICE EQUIPMENT 





3,200 Pitney-Bowes, Inc. _...$ 192,000 

(.74%) 
PAPER AND PULP 

4,000 Crown Zellerbach Corp. _.$ 213,000 

2,100 International Paper Co. _. —220,500 
(1.66%)$ 433,500 

PETROLEUM 

4,000 Continental Oil Co. _.....$ 506,000 

8,500 The Ohio Oil Co. 353,812 

9,000 Phillips Petroleum Co. __. 479,250 

6,000 Shell Oil Co. 0 540,000 

6,000 Skelly Oil Co. Ss 423,000 

8,400 Socony Mobil Oil Co., Inc. 462,000 

*6,000 Standard Oil Co. (Indiana) 372,750 

4,400 The Texas Company _. 263,450 

9,000 United Carbon Company _ 617,625 


(15.40%) $ 4,017,887 
RAILROADS 
8,500 Atchison, Top. & S. F. _.$ 223,125 


£500 Union Pacific — 257,125 
(1.84%) $ 480,250 

RETAIL TRADE 
7,000 First National Stores, Inc. $ 344,750 
7,900 Jewel Tea Co., Inc. 371,250 
12,000 National Tea Company _. 432,000 
3,000 J. C. Penney Company _. 246,000 


(5.34%) $ 1,394,000 

STEEL 
2,300 Bethlehem Steel Corp. _..$ 456,550 
6,000 United States Steel Corp.. 441,000 


(3.44%)$ 897,550 
TELEPHONE 
2,200 American Tel. & Tel. $ 377,025 





(1.44%) 
TIRE AND RUBBER 
7,500 Firestone Tire $ 723,750 
6,000 B. F. Goodrich Co. 442,500 


(4.47%) $ 1,166,250 


497,550 Total Common 
a (94.39%) $24,631,731 


*New commitments. 
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tion of Connecticut is taking the neces- 
sary steps to set up its own fund, Mutual 
Investment Fund of Connecticut, in 
which the 71 savings banks of that state 
may invest at $100 per share up to 
20% of their respective surplus and 
profit and loss accounts. Investment 
management, custodial and corporate 
trust functions will reportedly be as- 
sumed by Guaranty Trust Co. of New 
York. 


FuLBrigHt Report STRESSES NEED 
For TRUSTEE DATA 


The long-awaited Staff Report of the 
Senate Committee on Banking and Cur- 
rency, which stems from the so-called 
“Fulbright Committee” hearings in 
March 1955, packs a formidable array 
of statistical material bearing upon the 
influence and impact of the chief com- 
ponents of the institutional investment 
group in the stock markets from Janu- 
ary 1953 through October 1955. Cover- 
age is believed to represent at least half 
of the common stock holdings of the 
open-end investment, life insurance, pen- 
sion fund and bank-administered com- 
mon trust fund groups, while the closed- 
end investment company, non-life insur- 
ance company and _ bank-administered 
personal trust groups were less adequate- 
ly covered. 


For present purposes, the material on 
Common Trust Funds can be ignored 
as it is merely repetition of the Survey 
on this subject which appeared in the 
Federal Reserve Bulletin of August 1956. 


In the bank-administered personal 
trust area, information was sought from 
35 selected trust institutions having trust 
assets of at least $200 million, each to 
report upon 25 personal trusts under 
their management upon a sole or joint 
basis, with full discretion. The total of 
25 accounts included the five largest 
accounts under administration, with the 
remaining 20 selected at random from 
accounts with $100,000 minimum asset 
value. Very complete tabulations are 
presented covering monthly stock trans- 
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Th:'s is our brand new booklet, and we would be 


more than happy to send you a copy on request. 


Of course most people who work with sizable in- 
vestment portfolios and handle large blocks of stock 
are thoroughly acquainted with Secondaries and 


Specials. 


But we have found that a number of institutional 
buyers and sellers are not nearly as familiar with the 
[Exchange Distribution—a relatively new technique 
which often makes it possible to market a large block 


at less cost, a better net return. 


Of special interest are the comparative figures— 
prices and spreads—on typical offerings handled by 
Merrill Lynch. 


If you would like a copy of this very readable re- 
view of a sometimes complicated subject, just fill out 


the coupon below. 
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actions in the aggregate and for the 25 
selected stocks of generally accepted in- 
vestment caliber which form the Staff's 
model group throughout the various 


Gentlemen: 


Without obligation, please mail a copy of ‘‘Suppose You Want to Sell 25,000 
Shares of Stock’? to— 
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‘ ; \ Address a 
lhe outstanding feature of this 34 ; 
City State 


month period is that the 875 accounts 
were net stock sellers in all but one 
month and that the 34 month sales were 
twice the purchases dollarwise. The com- 
mon trust funds, however, in the same 
span bought $1.50 for each sales dollar 
which, it is commented upon in the re- 


Merrill Lynch, Pierce, Fenner & Beane 
Members of all Principal Stock and Commodity Exchanges 
70 Pine Street, New York 5, N. Y. 
Offices in 107 Cities 
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port, may arise from the usual partici- 
pation in CTFs of"net¢jcash, while in 
personal trusts securities often are re- 
ceived which must be sold; likewise con- 
siderations of complicated beneficiary 
interests and needs for specific payout 
may dictate switches. It nevertheless ap- 
pears somewhat mysterious that during 
this 34 month period of generally rising 
prices, the personal trusts were net sell- 
ers of the 25 selected blue chips in 30 
months at a two to one clip against pur- 
chases, while the CTFs bought $2.50 in 
the same elite group for each dollar sale. 

Leaving the mystery unsolved, the 


study serves to point up again the need 
for broad-scale development of statisti- 
cal.data on personal trusts which has 
been stressed for years in these pages 
and, more lately, by the trustee profes- 
sion itself and regulatory bodies. The 
desirability of having a source through 
which the influence and scope of invest- 
ment activities of this very important 
capital pool can be determined becomes 
even more evident when it is considered 
that the inadequate statistical picture, 
because of restricted coverage, may be 
somewhat wide of overall trustee per- 
formance during the study period. 
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Canadian Report — Continued 
Advances 


Increased foreign participation in 
Canada’s development was credited by 
Minister of Trade & Commerce the Rt. 
Hon. C. D. Howe, with making possible 
a rate of industrial and business growth 
which “to achieve otherwise, would 
have involved substantially more dislo- 
cation in our business life and extensive 
sacrifices on the part of Canadian con 
sumers.” The record inflow of capital 
spurred the “meteoric advance” in in- 
dustries based on the new findings of 
oil, gas, iron and uranium and the 
greatly increased production of elec- 
trical, industrial and office equipment. 
Mr. Howe, in his annual review further 
remarked the imbalance in current ex- 
ternal account, due to the industrial ex- 
pansion pace, and in spite of large in- 
creases in exports, and said: 


“Notwithstanding the size of the 
current deficit, the underlying sound- 
ness of Canada’s external financial 
position is further reinforced by the 
current expansion in export industries 
and in other capacity which will pro- 
vide domestic sources for goods now 
imported. 

“What is presently known of in- 
vestment plans for the coming year 
suggests a further increase in overall 
capital spending. Industries likely to 
have a further rise in capital outlays 
include the production, distribution 
and processing of oil and natural gas, 
non-ferrous metal refining, uranium 
development, primary iron and steel, 
electric power, transportation and 
communications and retail trade. 

“In pulp and paper and chemicals, 
expenditures next year will probably 
run close’ to the greatly expanded 
programs of 1956. Steadily mounting 
requirements for schools, local im- 
provements and the like will scarcely 
permit any let-up in_ institutional 
and government construction. Of all 
the major investment sectors, residen- 
tial building is the only one likely to 
show a significant decline. 

The current economic upswing, 
though now in its third year, gives 
no indication of general vulnerability. 
Shifts in market demands in some in- 
dustries are not likely to affect the 
underlying surge toward ever-widen- 
ing economic horizons.” 


A A A 


“Nautilus” Refuels 


After two years and “more than 50.- 
000 miles” of travel, the Navy’s first 
atomic-powered submarine is being re- 
fueled with new uranium slugs. The pre- 
cedent-making vessel set performance 
records reportedly surpassing the ex- 
perts, most optimistic expectations. 
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| 1954 | 1955 | 1956 | 1957 1954 | 1955 | 1956 | 1957 | 1954 , 1955 , 1956 , 1957 
—— End of Month 
Dec. Nov. Dec. 1956 1951-55 1946-50 1941-45 1931-40 1919-1930 
1956 1956 1955 ——Range for Period -- — 
1. U.S. Government Bond Yields 
3-Year Taxable Treas. phucpiiccaeiag ee 3.64 3.66 2.90 3.75-2.59 2.90-1.43 1.68-0.90 1.32-1.07 (a) (a) (a) 
5-Year Taxable Treas. Eee 3.69 3.65 2.95 3.76-2.67 2.95-1.75 1.87-1.06 1.70-1.24 (a) (a) (a) 
10-Year Taxable Treas. —.... G% 3.63 3.53 2.92 3.64-2.77 8.16-1.95 2.10-1.38 2.10-1.49 (a) (a) (a) 
Bank 2%s, 9/15/7267 —____... % 3.52 3.38 2.89 3.52-2.79 3.16-2.21 2.43-1.96 2.48-2.03 (a) (a) (a) 
Victory 2%, 12/15/67 . iniiniinis “a 3.51 3.35 2.88 3.51-2.78 3.31-2.43 2.48-2.08 2.50-2.37 (a) (a) (a) 
3\%4s, 1983-78 a oSecne Oe 3.45 3.34 2.93 3.45-2.87 (b) (b) (b) (b) (b) 
8s, 1995 ninininamea 3.42 3.31 3.00 3.42-2.96 (c) 
2. Corporate Bond Yields 
Aaa Rated Long Term cian a G 3.82 3.74 3.15 3.82-3.07 3.44-2.65 2.91-2.45 2.88-2.54 6.76-2.70 6.38-4.42 
Aa Rated Long Term .................. & 3.89 3.83 3.23 3.89-3.15 3.52-2.70 2.98-2.53 3.06-2.66 7.03-2.90 6.84-4.59 
A Rated Long Term sinietdiipgnioniieciiaal N 4.02 3.96 3.34 4.02-3.26 3.69-2.87 3.28-2.67 3.39-2.78 9.23-3.35 7.71-4.91 
Baa Rated Long Term . iinet % 4.46 4.32 3.63 4.46-3.57 3.90-3.15 $.57-2.98 4.47-3.06 12.96-4.42 8.66-5.32 
3. TaxExempt Bond Yields 
Aaa Rated Long Term ease SE 3.05 3.01 2.30 3.05-2.17 3.18-1.28 1.98-0.90 1.84-0.93 2.81-1.56 (d) (d) 
Aa Rated Long Term -__................... 4 3.33 3.29 2.50 3.33-2.37 3.24-1.37 2.21-1.04 2.11-1.21 8.02-1.78 (d) (d) 
A Rated Long Term | 3.75 3.69 2.85 3.75-2.72 3.35-1.72  2.64-1.28 2.49-1.49 3.29-2.11(d) (d) 
Baa Rated Long Term __-..._... % 4.22 4.12 3.26 4.22-3.20 3.79-1.98 3.05-1.57 2.94-1.80 3.71-2.60(d) (d) 
4. Preferred Stock Yields 
Industrials—High Dividend Series 
High Grade ‘ wistnsvidae 4.44 4.41 3.91 4.44-3.90 4.24-3.80 4.09-3.28 4.37-3.55 6.54-3.83 6.79-4.75 
Medium Grade _.. em. 5.05 5.00 4.51 5.05-4.49 5.28-4.45 6.08-4.14 5.94-4.33 12.73-4.91 8.05-5.61 
Industrials—Low Dividend Series 
High Grade __. a ee % 4.30 4.24 3.71 4.30-3.69 4.02-3.45 3.92-3.27 (e) (e) (e) (e) 
Medium Grade . 6a cain 4.92 4.84 4.10 4.92-4.08 4.39-3.80 4.20-3.52 (e) (e) (e) (e) 
Utilities—Low Dividend Series 
RN OU a a % 4.68 4.54 3.96 4.68-3.92 4.45-3.77 4.24-3.40(e) (e) (e) (e) 
Medium Grade —_. wags % 4.82 4.78 4.26 4.84-4.25 4.87-4.17 4.65-3.69 (e) (e) (e) (e) 
5. Common Stocks 
125 Industrials—Prices (g) : $150.74 145.04 145.67 158.98-140.11 145.67-64.91 64.46-43.20 49.30-22.69 49.10-10.56 78.06-34.81 (f) 
125 Industrials—Div. (g)} -........ 5.88 5.88 5.71 5.89-5.72 5.71-4.13  4.44-1.76 1.94-1.52 2.05-0.72 2.53-2.16 (f) 
125 Industrials—Yields — -~ % 3.90 4.05 3.92 4.08-3.68 6.84-3.63 7.29-3.20 7.71-3.56 10.13-2.59 6.21-3.19(f) 
(a) —U. S. Govt. Bond Yields in this series date from Jan. 5, 1943. (e)—Low Dividend Preferred Yield Averages in this series date from 


(b}—U. S. Govt. Bond Yields in this series date from April 15, 1953. 
(c)}—U. S. Govt. Bond Yields in this series date from Feb. 15, 1955. 
d}—Tax Exempt Yield Averages in this series date from Dec. 1, 1936. 


tevised 


Jan. 2, 1946. 


(g)—Dollars per share. 


(f)—125 Industrials Averages date from Jan. 1, 1929. 





January 1957 


45 





INVESTMENT 
COMPANY 
NOTES 


By Henry Ansbacher Long 





FuLBRIGHT REPoRT INCONCLUSIVE 
ON Funps’ MARKET ROLE 


When the Senate Committee on Bank- 
ing and Currency under the chairman- 
ship of Senator Fulbright in March 
1955 held its hearings on the stock mar- 
ket, the price of common stocks as 
measured by accepted indices had ex- 
perienced an uninterrupted monthly 
rise since September 1953. Among wit- 
nesses there was a diversity of opinion 
as to whether institutional investors 
were a large factor contributing to the 
boom or a stabilizing influence. With in- 
adequate statistical information avail- 
able, the Committee called on its staff 
to make a study in cooperation with 
governmental and private agencies, the 
results of which have just been released 
in a 291 page report crammed full of 
much new and valuable data related to 
this area. 


But while the mountain of statistical 
material is important and will prove of 
incalculable worth to the serious trained 
student of market movements who has 
the time to devote to its analysis, the 
staff in its use of “the evidence” and its 
conclusions has produced a very puny 
mouse, indeed. This is so with respect 
to the investment companies studied 
during the 34-month period surveyed 
(January 1953—October 1955) as well 
as the total institutional group which 
also includes life insurance companies, 
non-insured corporate pension funds, 
common trust funds, casualty and fire 
insurance companies. Several unsubstan- 
tiated conclusions as to market influ- 
ence are made by the staff, which were 
highlighted in summary releases, but 
there is justification for one general 
statement (p. 46), which after all is 
no surprise to anyone: “...... how- 
ever one judges the magnitude of their 
(the institutions’) overall impact, it was 
much greater on the demand than on 
the supply side of common-stock trans- 
actions, and to that extent they contrib- 
uted to the rise of stock prices.” 


Twenty open-end companies were se- 
lected for sampling—nine balanced and 
eleven common stock funds — constitu- 
ting 72 per cent of total N.A.I.C. mem- 
ber assets on October 31, 1955. The 
five closed-end companies chosen for the 
sampling had assets amounting to about 
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INSTITUTIONAL PURCHASES AND SALES OF 25 SELECTED 
COMMON STOCKS (in Shares) 


(January 1953 - October 1955) 


Bold Type: Purchases 


Light Type: Sales 





Per cent* 





Open-end Closed-end Corporate Common 
investment investment pension trust N.Y.S.E. 
companies companies funds funds Total} volume 
Number of companies 20 5 30 30 210 
Aluminium, Ltd. __.. 150,770 16,340 84,378 3,200 292,817 10.0 
55,140 _ 7,800 4,000 800 71,680 2.4 
American Can __...... 144,500 38,500 206,620 7,610 475,130 15.5 
168,600 10,600 28,440 22,687 241,147 7.9 
American Radiator _.. 211,800 —_ 55,800 17,000 373,800 7.3 
| |e ci | ii 118,100 2.3 
American Tel. & Tel.. 100,200 _ 83,490 20,047 260,697 1B 
ry | | 45,300 600 76,700 1.0 
Atchison, T. & 8S. F. — 103,800 3,000 37,940 6,500 188,240 18.9 
isc00 6,500 800 24,800 2.5 
Bethlehem Steel 274,600 15,000 86,800 10,900 436,200 7.4 
61,900 10,400 13,800 5,500 97,950 af 
C.LT: Financial 229450 9 64,950 18,700 377,080 17.6 
SLGOO ake 24,450 4,500 137,850 6.4 
CRU oe 111,900 28,300 55,650 5,168 239,518 8.5 
38,500 5,000 6,700 4,400 63,900 yl 
General Electric _..... 77,300 21,700 249,695 8,265 432,235 4.6 
228,400 116,700 13,200 24,866 413,066 4.4 
General Motors __....._- 417,520 41,100 165,260 30,689 825,952 tA 
140,935 19,700 20,600 4,800 210,035 2.0 
Gen’! Pub. Utilities __. 256,788 ders 2: 53,864 18,950 409,700 22.4 
64,600 8,362 1,600 eke 136,235 7.4 
Goodyear Tire 273,250 _— 66,825 5,604 400,881 18.2 
62,213 12,320 12,946 1,000 93,706 4.3 
Int’] Harvester .- 133,900 13,000 34,050 13,347 251,797 5.4 
215,900 200 4,500 4,877 295,377 6.4 
Pacific Gas & Elec. _.. 100,572 50,000 62,479 13,277 334,950 18.6 
66,072 37,000 16,000 80 136,652 7.6 
Reynolds Tobacco “B” 125,400 62,600 58,800 6,300 265,410 5.9 
174,300 97,500 94,600 30,410 535,910 11.9 
Sears Roebuck 30,600 700 770,293 15,990 851,483 44.6 
28,200 17 8,000 3,800 51,017 A 
Southern Cal. Edison. 241,100 ater 126,800 7,700 507,252 34.1 
101,000 erie 43,101 aes 172,681 11.6 
Southern Pacific _....... 108,900 17,000 aes 5,000 133,600 2. 
115,000 8,700 5,000 600 171,100 2 
Standard Oil of Cal. 209,745 24,000 104,335 11,935 431,614 14. 
28,650 18,200 15,225 4,500 74,390 2 
Standard Oil (N. J.).. 156,291 9,500 164,813 15,991 457,194 6. 
69,580 4,244 22,119 5,660 143,292 yi 
Texas Company 171,200 oe 104,091 20,537 378,504 15 
31,300 10,500 11,500 2,000 70,614 Zz. 
Union Carbide _ 114,600 12,300 153,150 8,375 353,825 11 
39,400 35,000 9,200 4,300 115,500 3 
United Fruit ——___ 131,500 5,000 23,600 4,809 175,909 4.5 
75,600 20,500 16,100 3,522 212,797 5.5 
United Gas __..._._._.___ 228,468 10,258 190,515 34,880 549,474 18.6 
49,366 104,702 17,000 5,000 181,150 6.1 
Ue) en 401,700 43,000 124,000 13,400 725,450 5.6 
106,500 26,000 31,900 2,500 174,550 1.4 
Totals __....__...._. 4,505,854 411,398 3,128,198 324,174 10,128,712 
2,136,206 553,445 472,481 137,262 4,020,199 


7Including life, fire & caSualty insurance companies. 

*Represents percentage all cash transactions, whether on or off the exchange, to N.Y.S.E. trading 
volume. Exercise of rights, new issue purchases, over-the-counter and other exchange transactions re- 
sulted in some distortion in the percentage figures of Aluminium, Ltd. and the four power and light 


issues. 


Sources: Tables 33, 34 and A & B, 1 thru 25, in Appendix 5, Staff Report to Senate Committee on 


Banking and Currency. 





60 per cent of that group’s membership. 
All 25 companies had assets of at least 
$100,000. In contrast to the pension 
funds and life insurance companies, the 


open-end companies were, as to be ex- 
pected, more active on the selling side 
in the 34-month period, selling $1 worth 
of stock for every $1.50 worth pur- 
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chased. Dollar volume of sales exceeded 
purchases for the closed-end companies. 


The report contains a composite table 
of the distribution of assets of the 20 
open-end companies annually from 1946 
to Oct. 31, 1955. This includes nine bal- 
anced funds, and the danger of drawing 
conclusions from an over-all composite 
such as this is illustrated by the observa- 
tion from the staff on a drop in the cash 
position during the last three years, an 
increase in stock investment and the 
greater vulnerability of the open-enders 
to fluctuations in stock prices than any 
of the other institutional investors. Actu- 
ally, such large balanced funds as In- 
vestors Mutual and Wellington increased 
the percentage of their cash positions 


during this period. 


But the material, both old and new, 
furnished by the investment companies 
exceeded that available from the other 
institutional groups and, with few ex- 
ceptions, more had been available in 
the first instance to aid the staff in its 
study. Making an assumption on these 
data, the report observes that support 
is lent to the view that “changes in mar- 
ket prospects assessed by the open-end 
managers were a more powerful influ- 
ence upon fluctuations in stock acquisi- 
tions than changes in the current rate 
of net capital additions.” An original 
informative contribution by the N.A.I.C. 
is a table on turnover of common-stock 
portfolios for the fiscal years 1946-55 
which indicates an average turnover 
ranging from a high of 25.2% in 1950 
to a low of 13.1% in 1953. Also of 
unique interest and value are tables 
showing the amounts of each of the 25 
stocks selected for special price study 
by the staff which were acquired or dis- 
posed of by the investment companies 
other than on the New York Stock Ex- 
change. (See composite table on page 


46.) 


Data on these 25 selected stocks con- 
stitute about the most important mate- 
rial in the Report. Three criteria were 
used in selecting them — issues more 
actively traded, included among institu- 
tional portfolio favorites and representa- 
tive to a fair degree of various indus- 
tries. Fourteen of those selected were 
among the 30 stocks included in the 
D-J industrial average and 18 were on 
the list of those most actively traded is- 


sues on the N.Y.S.E. in 1953 and 1954. 


The Report reiterates the concentra- 
tion of institutional investment in a rela- 
tively few issues, “especially for the type 
oi stocks that play a conspicuous role 
in such widely used measures of prices 
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as the Dow-Jones averages of 30 indus- 
trials . . .”. However, in the detailed 
study of several of these specially select- 
ed issues appearing in the Staff Report, 
which should be the all-important indi- 
cation of institutional influence on stock 
prices, we fail to find any positive cor- 
relation in several instances between the 
activity of the former and market fluc- 
tuations of the latter. 


It may be that a more thorough and 
experienced analysis of the detailed data 
will indicate a very marked price impact 
on the part of all institutional investors 
taken as a group; that this follows from 
the observations of the Staff in its Re- 
port to the Committee is problematical. 


Principal Values of Common 
Stock Mutuals Rise 


In contrast ‘with a very slight rise in 
the over-all price of stocks during 1956 
as measured by Standard and Poor’s 
90-stock Index, mutuals concentrating 
their portfolios in equities registered on 
the average a very creditable perform- 
ance principal-wise. According to our 
monthly Index, the average share value 
of the 24 open-end common stock funds 
increased over 7% during the year. Cer- 
tain of these companies concentrating 
their portfolios in growth stocks, out- 


paced the crowd during the last twelve 
months, particularly Massachusetts In- 
vestors Growth Stock Fund and Na- 
tional Investors with increases in prin- 
cipal values approximating 15%. Drey- 
fus, a flexible type fund, turned in a 
good performance, after a late start in 
the year, and was the only mutual to 
register a new high during December. 


Although the general index of princi- 
pal performance for the balanced funds 
held its own during the last year, results 
of individual companies varied due to 
lower bond prices. The index of princi- 
pal performance for one open-ender ac- 
tually slipped to a two-year low during 
November and December. But the con- 
comitant, of course, was the increasing 
yields on fixed income securities and 
several balanced funds exceeded the 
common stock companies in the current 
returns available to the investor. One 
fairly conservative balanced fund pro- 
duced a yield figure in the Index of 
334% for the annual period ending De- 
cember 31, 1956. The average effective 
income figure on net investment return, 
however, currently still hovered around 
3%, as the Index shows, with a figure 
of 3.06% for the balanced mutuals and 
2.97% for the stock funds. 

(Additional Note on page 63) 











Scudder 
Stevens 


Sc Clark 





ESTABLISHED 


Fund,Inc. *’” 


Prospectus on request: 


10 Post Office Square 
Boston 9, Massachusetts 


300 Park Avenue 
New York 22, New York 


117 South 17th Street 
Philadelphia 3, Pa. 


8 So. Michigan Avenue 
Chicago 3, Illinois 











EATON & HOWARD BALANCED FUND 


A mutual investment fund with diversified holdings of investment 
quality bonds, preferred and common stocks selected for reason- 
able current income and for possible growth of principal and income. 





Managed by 


EATON & HOWARD 


INCORPORATED 


24 Federal Street 
BOSTON 


BOSTON 


ESTABLISHED 1924 


Russ Building 
SAN FRANCISCO 


Prospectus from your Investment Dealer or the above. 
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Indices are based on fund operations during the period covered and are not a 
representation of future results. They should be considered in the light of the 
individual companies’ investment policies and objectives and the characteristics 
and qualities of the investments of these companies. 
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S—> 
Reference should be made to the introduc- _— ] 2 3 4 3 6 7 g | 9 
ae ey RS LOR, EP Tics =| 12/31/35— to 12/30/39 to 12/354 
poses of publication and considerations in Seed ee aia 
selecting stock and cost-of-living averages, aes. — Princip al ; Ine. Principal ait | kee. 
periods and in interpretation of data. Principal High Low Prine. To Low High Prin. | % 
BALANCED FUNDS 
American Business Shares _. _ 1939 a — — 100.0 ne 65.9 172.5 172.5 3.51 
ere So... 1938 — = — 100.0 — 71.4 248.7 248.7 274 
eee Feed “SO 1938 — — — 100.0 = 83.1 278.0 278.0 3.56 
NIE ee ey 1932 103.1 171.9 72.6 100.0 3.46 60.2 209.8 209.8 | 3.11 
Commonwealth Investment —. 1932 106.3 68.4 64.4 100.0 3.05 73.5 260.1 260.1 } 3.39 
ee  ‘ecietiech | (| eee eee a 1947 — — — — — — 231.4 231.1 {| 3.55 
Eaton & Howard Balanced _...-- 1932 114.5 134.7 80.0 100.0 4.27 73.6 227.7 227.6 1) 3.29 
Fully Administered Fund (Group Securities) — 1938 a — — 100.0 — 69.4 169.6 169.6 || 3.37 
General Investors Trust _....-_ = 1932 110.0 152.7 71.4 100.0 4.20 65.2 163.9 163.7 |} 3.84 
ON UIIIRON oo 1940 — aoe oo — — 73.5 193.6 193.6 {|3.77 
Johnston Mutual Fund —.. 1947 — — — — -—— — 229.1 229.1 3.35 
Nation-Wide Securities** _...-- === 1932 102.6 174.6 70.3 100.0 2.32 59.6 161.6 161.6 |/3.78 
George Putnam Fund 1938 — — — 100.0 2.76 69.2 187.7 187.7 |/3.31 
Scudder Stevens & Clark 1928 97.4 119.2 75.7 100.0 3.25 80.9 188.9 188.9 113.17 
SET 1928 105.2 1438.4 69.5 100.0 2.41 75.0 199.6 199.5 |/3.34 | 
Whitehall Fund _.. 1947 — — ne -— —_— — 237.1 237.1 }|3.76 | 
Wisconsin Fund*** (c) —.._»__>> SSE 1939* — — — 100.0 —_ 65.1 276.6 276.6 ||8.58 | 
AVERAGE: BALANCED FUNDS __ ak 105.6 152.1 72.0 oe 3.22 70.8 210.0 209.9 ||3.43 
STOCK FUNDS 
EE OS gr eee 1939 — _— _— 100.0 oa 50.2 234.1 233.6 | 13.95 
Broad Street Investing Corp. = 1932 109.9 156.6 76.6 100.0 3.60 60.1 271.4 269.3 | (4.20 
peek Fuad 1932 109.8 168.8 69.6 100.0 1.77 61.0 256.4 255.9 | (3.52 | 
eee ee 1937 — —_ — 100.0 ce 76.1 200.9 200.9 113.46 | 
Diversified Investment Fund, Inc.*** (c) 1944 — — _— — — — 197.2 197.0 | 4.49 
I Via icc cdc essinwincs 1932 109.0 163.2 70.7 100.0 1.88 62.1 216.7 215.9 | 8.45 | 
Baten & Mowerd Stock 1931 107.1 147.0 74.4 100.0 3.86 62.7 306.3 306.1 | 2.94 
ne tag ONCE 1943 — a — —_ anes fl 310.1 310.1 | 4.25 
Fundamental Investors _._____. 1932 105.2 146.0 67.4 100.0 2.98 64.8 328.1 327.9 13.68 
Incorporated Investors _......---------_--------. 1925 103.6 165.2 80.2 100.0 2.58 63.9 319.4 319.4 3.17 
Institutional Foundation Fund (c) 1944 a — _— oom — a 223.7 223.7 | 3.85 
Investment Co. of America —_.____________ 1939* — —_ — 100.0 — 69.0 262.3 262.38 2.95 
a 1938 a —_— — 100.0 a 59.8 139.8 139.8 2.58 
Loomis-Sayles Mutual Fund (c) ~~... 1929 72.4 131.7 87.7 100.0 2.54 74.2 220.3 220.3 +318 
Massachusetts Investors Trust _..........-_-»»__ 1924 110.7 147.5 72.8 100.0 3.88 50.7 265.9 265.5 4.00 
Mass. Investors Growth Stk. Fund —...- 1934 114.2 157.0 70.3 100.0 3.81 57.4 274.0 273.8 })2.37 
Mutual Investment Fund (c) 1926 129.7 173.4 755 100.0 4.31 56.1 196.2 196.2 }}2.82 
National Investors - oR tee as 1937* — —— 65.9 100.0 3.10 60.7 320.6 320.6 }/2.78 
National Securities — Income*** (c) _... 1940 — —- ae — — 66.0 135.1 133.2 {15.27 
New England Fund (c) 1931 117.4 159.1 70.8 100.0 2.85 61.4 189.7 189.7 |/3.64 
Selected American Shares _..__- 1933 123.8 176.2 80.4 100.0 3.30 60.9 222.0 222.0 | 18.51 
Sovereign Investors - eee 1936 — 166.6 68.6 100.0 1.78 62.5 Vis 171.3 }/4.18 
State Street Investment Corp. 1924 92.8 156.2 74.0 109.0 3.75 60.7 261.4 261.4 12.72 
Wall Street Investing Corp. (a) a8 1946 oon — — o — — 291.2 291.2 B62 _ 
AVERAGE: STOCK FUNDS — — 108.1 158.2 73.7 100.0 3.02 63.0 249.9 249.7 |18.37 
90 STOCK INDEX (Standard & Poor's) - 106.7 148.8 67.5 99.2 — | 593 285.7 | 285.7 I] — 
CONSUMERS PRICE INDEX (B.L.S.)n _. — — — — 100.0 — 99.8 193.6 191.8 — 


CALCULATION OF INDEX NUMBERS AND INCOME PERCENTAGES FOR MUTUAL FUNDS 


PRINCIPAL INDEX NUMBER indicates the change between the offering price on Dec. 30, 1939 and subsequent bid price plus all 


distributions from capital gains and other capital sources. 


COL. 1, 2 and 3 represent the figure obtained by dividing the offering prices at the stated dates less capital distributions through 


1939 by the 1939 base offering price. 


COL. 4, offering price on Dec. 30, 1939, is base index number of 100 for all companies. 


COL. 6, 7, 8, 10, 12, 14, 15, and 16 are arrived at in the following manner: To the bid prices at the respective dates indicated are added 


all capital distributions to such date and the resultant sum is divided by the 1939 base offering price. 
COL. 19 represents the current month-end bid (col. 16 less all capital distributions) divided by the 1939 base offering price. 


INCOME PERCENTAGE includes only those dividends paid by the companies out of income earned from dividends and interest 


on their portfolio securities (excluding all capital distributions). 


COL. 5, 9, 11, 13 and 17 represent a figure obtained by dividing such dividends accruing over the annual period ending with the stated 


dates by the average of the twelve month-end offering prices ending on the corresponding dates. 


COL. 20 is a five year average figure which‘includes the percentage returns in columns 9, 11 and 17 as well as those for the two 


preceding annual perieds. 
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CAPITAL GAIN DISTRIBUTION column (18) represents the percentage of distribution, if any, from capital gains or any other 
sources, for the current annual period. 


COMPANIES ORGANIZED AFTER 1939 are given an initial index number on the date they commence business equal to the aver- 
age of all those stock or balanced funds in existence at the time. 





® Principal index begins after 1939 base date. ***Not included in balanced or stock average: 
+ Ex-dividend current month. Wisconsin Investment Co. balanced fund for too short a period. 
n New revised series adjusted to Dec. 1939 base. Affiliated Fund is leverage company, but bank loans retired 2nd quarter 1950, 
* Date commenced operation as Mutual Company. Diversified Investment & National Income are partially invested in high 
** Became Balanced Fund in 1945. income bonds and preferred stocks. 
(a) Does not reflect new acquisition cost. Column 19 for funds organized since 1946. 
agi ost Stet ll b de i ****Name changed from Nesbett Fund. 
apital gains tax adjustment will be mace im = (.) Regrouping awaits new detailed classifications. Dreyfus is a Flexible Fund with 
revised index. a current stock policy; New England a Flexible Fund with a current balanced 


policy. 
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Lers Stupy INVESTMENTS 


Trust Growth Demands Research 


DR. JAMES A. CLOSE 


Vice President, Merchants National Bank & Trust Company, Syracuse, N. Y. 


RUST INVESTING IN THE PUBLIC MIND 

has often been overly conservative, 
unimaginative, slow to change, and too 
frequently tied to the apron strings of 
tradition. More particularly, trust de- 
partments have been criticized for gen- 
eral reluctance to increase common 
stock holdings to keep abreast of 
changed economic conditions, liberaliza- 
tion in legal restrictions and improved 
investment techniques. I would like to 
review some highlights in the literature 
of investment and then point up the sig- 
nificance of these items today. 


In historical perspective, the whole 
concept of common stock theory and 
investing is relatively recent. The mod- 
ern corporation has had its primary de- 
velopment since the Industrial Revolu- 
tion less than two hundreds years ago. 
The New York Stock Exchange is less 
than 140 years old; the American public 
got its first real introduction to securi- 
ties from the Liberty Loan Drives less 
than 40 years ago. And even today less 
than 6% of our population own any 
stocks in publicly owned corporations. 
The studies of the Federal Reserve and 
of the Brookings Institution both show 
that more individuals do not buy com- 
mon stocks through lack of understand- 
ing of them. 


Landmarks in Theory 


Investment research is proceeding 
apace on many fronts. My thesis is that 
trust investment men should not only 
be familiar with past research but should 
play a leading role in the development 
and application of improved methods. 
However, before we look at what trust 
investment men can do today it is worth- 
while to recall some of the chief land- 
marks in development of the common 
stock theory of investment. If only nine 
were to be selected, the following would 
be my choices: 

1911. Lawrence Chamberlain, The 

Principles of Bond Investment 


1911. Irving Fisher, The Purchasing 
Power of Money 
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rently at Syracuse University, and also serves 
on the faculty of the Pacific Coast School of 
Banking. His background as Investment offi- 
cer and as director of the Bank Fiduciary 
Fund attests to his practical, as well as 
scholastic, abilities. 








1924. Edgar Lawrence Smith, Com- 
mon Stocks as Long Term In- 
vestments 


Robert Rhea, The Dow Theory 


Graham & Dodd, 
Analysis 


The Yale and Vassar Plans 
John Burr Williams, The Theo- 


ry of Investment Value 


Mead and Grodinsky, The Ebb 


and Flow of Investment Value 


1941. Garfield Drew, New Methods 
for Profit in the Stock Market 


Chamberlain’s book is important be- 
cause it reflected the idea common prior 
to 1920 that common stocks could not 
meet the tests of satisfactory investment. 
His book had wide influence and its 
precepts were embodied in many of the 
legal restrictions pertaining to trust and 
institutional investing. It is a mistake, 
however, to think Chamberlain had noth- 
ing good to say about stocks which he 
called “the typical speculative paper.” 
In his 7th edition in 1917, writing about 
appreciation possibilities for stocks and 
bonds, he said, “— it is sufficient to say 
that meritorious American stocks have 
a better prospect for a high level of 
prices during the coming decade.” 


Professor Irving Fisher of Yale, 
whose major work was related to index 
numbers, also found time for comments 
about securities. In 1911 he wrote “The 


1932. 
1934. 


Security 


1937. 
1938. 


1939. 


Purchasing Power of Money” and in 
1912 “How to Invest When Prices are 
Rising.” He is also remembered for his 
“New Era” philosophy prior to October 
1929. From our point of view, however, 
he was important because of his empha- 
sis on protection of purchasing power. 
Fisher blazed a new trail which has in- 
fluenced others. 


Kenneth S. Van Strum in 1926 wrote 
“Investing in Purchasing Power” whose 
very title was reminiscent of Fisher. In 
his 18 studies of bonds compared to 
stocks over periods ranging from 19 to 
27 years, Van Strum found that in none 
of them did bonds have a considerable 
advantage over stocks. 


Another interesting descendant of 
Fisher has been the “stabilized bond,” 
that is to say, a bond whose interest 
payments and maturity value were to be 
paid in constant purchasing power, such 
as the Rand-Kardex 7s of 1955, issued 
in 1925 and retired shortly thereafter. 
The idea is still with us, however, and 
bonds somewhat similar in nature have 
been issued recently in Scandinavian 
countries, for example the August 1955 
bond issue of the Finnish Government. 
In Finland some bank deposits are also 
payable in purchasing power and not 
in a fixed number of finmarks. 


Other Descendants 


A third descendant of Fisher’s has 
been Cref, the College Retirement Equi- 
ties Fund. This fund sells variable an- 
nuities to college professors as part of 
the Teachers Insurance and Annuity As- 
sociation, a legal reserve life insurance 
company. The members of T.I.A.A. may 
select 0, 25, 33 or 50% of the premium 
paid for their retirement annuity to be 
used to buy common stocks. The amount 
of retirement annuity will then depend 
upon the market prices of the common 
stocks owned by Cref. This is the origi- 
nal varizble annuity. 


The third person is Edgar Lawrence 
Smith who in 1924 wrote “Common 
Stocks as Long Term Investments.” This 
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book is a classic in its field and its im- 
portance as a landmark in development 
of the common stock theory of invest- 


ment is difficult to overemphasize. 
Smith’s twelve tests covering different 
periods from 1866 to 1922 demonstrated 
for the first time the superiority of 
stocks over bonds, even when the gen- 
eral price level was falling. On page 79 
Smith stated “Over a period of years, 
the principal value of a well diversified 
holding of the common stocks of repre- 
sentative corporations, in essential in- 
dustries, tends to increase with the oper- 
ation of compound interest.” Also on 
page 68 he wrote “Those tests we have 
made are not in themselves conclusive, 
but cumulatively they tend to show that 
well diversified lists of common stocks 
selected on simple and broad principles 
of diversification respond to some un- 
derlying factor which gives them a 
margin of advantage over high grade 
bonds for long term investment.” Thus 
were Chamberlain’s ideas challenged 
and a host of further studies followed, 
improved upon and substantiated Smith. 


the direct descendants of 
Smith’s pioneering work may be men- 
tioned the studies of Dwight C. Rose, 
James Roy Jackson, Robert Gordon 
Rodkey, and, more recently, Eiteman 
and Smith. 


Among 


Dwight C. Rose in “A Scientific Ap- 
proach to Investment Management” pub- 
lished in 1928 and in “The Practical 
Application of Investment Management” 
in 1933 studied the actual investment 
performance of the 25 largest fire in- 
surance companies from 1903 to 1926. 
Here, too, Smith’s study was borne out 
as Rose stated, “In terms of actual busi- 
ness profits from investment manage- 
ment the stockholders of these compan- 
ies have obtained an average annual 
net accomplishment six times greater 
from their stock investments than they 
have obtained from their bonds.” 


James Roy Jackson in his 1928 arti- 
cles “Common and Preferred Stocks as 
Investments” concluded that diversified 
common stocks performed better for the 
investor than did preferred stocks dur- 
ing the period 1887 - 1925. 


Rodkey’s study was entitled “Pre- 
ferred Stocks as Long Term Invest- 
ments.” His data, however, threw as 
much light on bonds and common stocks 
as they did on preferred stocks. Once 
again, additional fuel was added to the 
fire that consumed still further the 
earlier ideas of Chamberlain. 


Another more recent study reminis- 
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cent of Edgar Lawrence Smith appear- 
ed in 1953 and was entitled “Common 
Stock Values and Yields.” Professors 
Eiteman and F. P. Smith studied com- 
mon stocks as investments during 1937 
to 1950 and here the favorable results of 
common stock investing were sensa- 
tional. 


Progress—Step by Step 


The fourth man on our list is Robert 
Rhea who wrote in 1932 “The Dow 
Theory.” This set forth a method of 
stock market forecasting which today 
has many adherents and is used by sev- 
eral investment services. This theory 
purports to tell the investor whether the 
market is advancing or declining. It is 
significant because it was the first, and 
today probably the most widely followed, 
of the so-called technical approaches to 
the market. 


In 1934 the first edition of Graham 
and Dodd’s “Security Analysis” appear- 
ed. Here the concept of intrinsic value 
and qualitative tests for an investment 
were advanced. This book and subse- 
quent editions have been of great influ- 
ence in Wall Street. 

Around 1938: emphasis switched to 
timing of investment purchases, when 
Yale (1939) and Vassar (1938) set up 
formula plans. Today few, if any, large 
college endowments utilize a formula 
timing plan. However, they led the way 
for three well known books: 


Harry G. Carpenter, Investment Tim- 
ing by Formula Plans, 1943 
Lucille Tomlinson, Successful Invest- 

ing Formulas, 1947 


Cottle and Whitman, Investment Tim- 
ing: The Formula Plan Approach, 
1953 


In 1938 John Burr Williams’ “The 
Theory of Investment Value” marked 
another milestone in the common stock 
investment theory. Here value is defined 
“as the present worth of future divi- 
dends in the case of a stock, or of the 
future coupons and principal in the case 
of a bond,” or “a stock is worth the pres- 
ent value of all the dividends ever to be 
paid upon it, no more, no less.” Mathe- 
matical formulae are given and demon- 
strated. His book is significant because 
it represented a scholarly presentation of 
a new method of attack on stock values. 


In 1939 Mead and Grodinsky in “The 
Ebb and Flow of Investment Values” 
first enunciated the principle of declin- 
ing and expanding industries. They 
point out that “obsolescence can be 
recognized by certain symptoms.” This 
new approach is of interest, as is Pro- 
fessor Grodinsky’s more recent “Invest- 


ments” published in 1953. 


Garfield Drew’s “New Methods for 
Profit in the Stock Market” first appear- 
ed in 1941 and again, virtually un- 
changed, in 1954. It brought together in 
one place a description of all the tech- 
nical methods of market forecasting, 
such as defining the trend, analyzing 
the character of the market, formula 
plans, cycle forecasting and measures of 
psychology. 


More Study Needed 


These nine landmarks in one way or 
another have contributed to the develop- 
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iment of the common stock theory of 
investment although others could be 
mentioned. My purpose, however, is not 
to present an exhaustive list but rather 
representative titles which brought a 
new slant or emphasis to investment 
work on stocks. Of those nine items 
which contributed to our thinking about 
common stocks, none was done by a 
trust investment officer. 


We are in a new, young profession 
that is literally just beginning to learn 
its way. The studies of the Cowles Com- 
mission and others on the degree of 
success of stock market forecasters cer- 
tainly do not instill confidence. An arti- 
cle of mine entitled “Investment Schizo- 
phrenia” in 1953 depicted a startling 
lack of unanimity of opinion regarding 
the general market as well as individual 
issues on the part of investment services 
and investment companies. The National 
Society of Security Analysts has had 
only eight annual meetings. We security 
analysts have not as yet solved all of 
our problems and I think we can im- 
prove our future research if we take a 
little time now to reflect upon the origins 
of the common stock and other invest- 
ment theories and to realize anew how 
young our profession is. 


In looking toward the future, more 
research will be needed as more in- 
formation becomes available. The Fed- 
eral Reserve Studies of Consumer Fi- 
nances, the statistics of the Securities 
and Exchange Commission and of the 
New York Stock Exchange might be 
worthy of more investigation. Also we 
certainly need to know more about psy- 
chological factors affecting security 
prices. Many astute market observers 
have estimated that, in their opinion, the 
market is about two-thirds rational and 
one-third emotional. We have made in- 
tensive studies of earnings, dividends, 
price-earnings ratios, yields and other 
rational items but little has been done 





toward analyzing the emotional aspects 
of the stock market. 


Moreover, analyst groups are doing 
an excellent job of improving communi- 
cation and understanding between the 
managements of publicly held corpora- 
tions and the security fraternity. The 
work of other agencies, such as the 
National Bureau of Economic Research, 
is resulting in significant findings such 
as the recent studies on Key Economic 
Indicators and the new data on national 
income. In short, security analysts and 
trust investment men need to take time 
to reflect whence their knowledge came 
that they may be encouraged to break 
away from tradition and to attempt new 
and untried techniques and so add an- 
other milestone to the development of 
the theory of investment. 


Fresh Outlook Wanted 


As was said at the outset, trust in- 
vestment men are often regarded by the 
public as being too staid and conserva- 
tive. As an antidote, my suggestion is 
that we refresh our knowledge of the 
nine landmarks of investment work list- 
ed above. Also, are you reading the cur- 
rent studies in the Journal of Finance, 
Commercial & Financial Chronicle and 
the Analysts Journal? Are you contribu- 
ting new investment ideas to publica- 
tions? Are you daring to be different 
or are you doing what has been routine 
in your department for years? Are you 
familiar with the studies of Dr. Molo- 
dovsky on stock market forecasting and 
the study of Dr. Harkavy on the effect 
of retained earnings on stock prices? 


Several specific things we can do have 
been mentioned above: 


1. Study the development of invest- 
ment theory. The better we understand 
where our present knowledge and tech- 
nique came from, the better we will be 
able to conceive new methods for the 
future. 





It’s the Income you can KEEP that’s important! 


Let one of our experienced officers suggest issues of 


tax-exempt bonds worth your consideration, especially 
if you are in a high income tax bracket. 


MERCANTILE-SAFE DEPOSIT 
and Trust Company 


BALTIMORE, MARYLAND 


Chartered 1864 e 


Capital Funds: $19,000,000 





52 


2. We need to realize that the securi- 
ties business is relatively new. Analo- 
gous to medicine, we have not as yet 
discovered the investment X-ray, anes- 
thetics or radium, much less broad spec- 
trum antibiotics and tranquilizing drugs. 


3. Let us utilize and study the new 
informaton being made available. In 
selecting investments you often watch 
the percentage of corporation sales spent 
on research. Let us apply the same 
criterion to our own operation. What 
percentage of your department’s reve- 
nue is devoted to pure research? 


Besides these obvious steps, many 
others come to mind. What are you 
doing about studying forms of invest- 
ment other than and bonds? 
What about privately placed securities? 
What about special offerings and sec- 
ondary distributions? What about the 
feasibility of using a dealer versus a 
broker? What about petroleum loans, 
oil payment financing, service station 
loans, tanker loans, refinery loans or 
pipeline loans? What research have you 
done on securities that did not live up 
to expectations? Have you found your 
error so that next time you won’t make 
the same mistake? 


stocks 


Have you read the 24 pages of the 
New York Stock Exchange’s 1955 study 
“Institutional Investors and the Stock 
Market?” Or have you read “Stock 
Market Activity — A New Portrait?” 
This Exchange study is only 6 pages 
long. Have you read the Report of the 
Senate Committee on Banking and Cur- 
rency entitled “Factors Affecting the 
Stock Market?” It is only 8 chapters 
long. The Hearings on the Stock Market 
Study (1022 pages) also contain 
thought-provoking ideas and materials. 





In short, my thesis is that our pro- 
fession is still in its infancy. A clear 
knowledge and understanding of the 
past, the application of research and 
new ideas in the present, will all con- 
spire to make the future of our profes- 
sion bright and rewarding. 


I feel strongly that the trust business 
is a growth industry. The market for 
living and testamentary trusts, for pen- 
sion and profit sharing trusts, and for 
individual investment advisory accounts 
presents a real challenge and opportun- 
ity to trustmen provided we dare to be 
different, to be students of investments 
and to make our own original contribu- 
tions to the literature and thinking on 
the subject. Let’s really study invest- 
ments! 
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Statement of Condition 
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RESOURCES 








Came andl Tieee Goeee Meee... . x... oii kde ceases $ 671,049,560.83 
United States Government Obligations........... 731,057,257.54 
Other Bonds and Securities. ...... 2002 cece ecaes 175,241,080.83 
es kb Sse 4 dle maid waratwhs 1,166,841,545.41 
Stock in Federal Reserve Bank.................. 6,450,000.00 
Customers’ Liability on Acceptances............. 1,776,932.26 
Income Accrued but Not Collected.............. 9,346,756.66 
meaning TEOUSS... ... .....6.055.5. 7 ri 7,500,000.00 

| $2,769,263,133.53 








LIABILITIES 


a 6a ea oka darg eo es 4 i ate Saee $2,496,971,564.75 
SEFC CET TCT CTE ES TTS TET EE TCT CTT ee 1,776,932.26 
Reserve for Taxes, Interest, and Expenses......... 13,935,347.27 
Reserve for Contingencies...................... 18,106,691.88 
Income Collected but Not Earned............... 2,354,847.20 
Capital Stock (2,700,000shares. Par value $3344) ............. 90,000,000.00 
sa ni ks eee Ae NS RB arene ieiehiledes 125,000,000.00 


ee ne 21,117,750.17 
$2,769,263,133.53 











United States Government obligations carried at $209,132,676.62 
are pledged to secure public and trust deposits and for other 
purposes as required or permitted by law 
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HE YEAR 1957 IS THE START OF THE 
second decade of planned effort to 
harness the energy of the atom’s nucleus. 


In many respects, the first decade 
didn’t live up to early billing, particu- 
larly in the power field, but the trouble 
lies as much in the overdone billing as 
in the complexity of the technology. 


The second decade is off to a noisy 
start amid a clamor compounded of 
“hardware” promotion, technical per- 
sonnel recruitment, construction plan 
announcements, international _ selling 
political and regulatory 
arguments and some very pertinent, but 
not very loud, warnings against over- 
optimism. 

Dr. W. Kenneth Davis, Director of 
Reactor Development for the U. S. 
Atomic Energy Commission, said _re- 
cently that, “Some difficulties have 
arisen for our program because of what 
I can best describe as over-optimistic 
expectations on the part of large seg- 
ments of the public concerning the immi- 
nence of economic nuclear power and 
concerning the ultimate effects it will 
have. It is of great importance that the 
realities of the situation be appreciated.” 


The realities Dr. Davis talked about 
before a chemical conference in Mem- 
phis were the realities of the develop- 
ment engineers — the realities of heat 
transfer and fluid mechanics, of corro- 
sion, of the instability of materials un- 
der radiation, of plutonium recycling, 
and the cost of zirconium, hafnium and 
beryllium. 


competition, 


But he also had some realistic observa- 
tions of interest to the institutional in- 
vestor who must keep a long range eye 
on any field of economic enterprise as 
active as the field of atomic energy. 


“There have been some exaggerated 
notions expressed as to the effects which 
the advent of nuclear power will have 
on our economy,” said Dr. Davis. “It 
is important to bear in mind that nu- 
clear power will not be a panacea for 
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NUCLEAR ENERGY REPORT 


Developments of Investment and Commercial Interest 


TEN-YEAR REVIEW — AND A PREVIEW 


EDWARD R. TRAPNELL 
Associated with Bozell & Jacobs, Washington, D. C. 


the energy supply problems of the 
United States or any other country. In 
this country, nuclear power is likely at 
first to be competitive only when pro- 
duced in large blocks and in areas of 
higher conventional fuel costs. Only 
gradually will it become competitive in 
smaller sized plants and in areas of lower 
conventional fuel costs.” 


One Fourth of Present Power 


The intentionally sober tone of Dr. 
Davis’ speech—a kind of stocktaking in- 
terlude—was in harmony with the more 
knowledgeable leaders of the electric 
industry. Philip Sporn, President of 
American Gas & Electric, told the Wash- 
ington (D.C.) security analysts last fall 
that the AG&E system, astride the coal- 
producing power-consuming Ohio Val- 
ley, would not install nuclear power as 
fast as the rest of the country because 
of the availability of minemouth or 
water-haul coal at low cost. 





He explained his 
company’s __ partici- 
pation in the nu- 
clear power develop- 
ment effort on the 
straightforward ba- 
sis that the company 
couldn’t afford not 
to acquire the skills 
and knowledge of a 
new means of power 
generation which 
the country will 
need by the end of 
this decade. Sporn 
predicted that by 
1975 the nation may 
get about 714% of 
its central station 
electric power from 
nuclear fuels. His 
figure may appear 
low by some predic- 
tions but with the 
increase in energy 
consumption clearly 


Queen Elizabeth officially opening Calder Hall (England) atomic 
plant, first source of nuclear energy for commercial power lines. 


foreseeable, he’s still talking about a nu- 
clear power plant construction program 
of tens of billions of dollars to provide 
new capacity equivalent to about one 
fourth of the 1955 total central station 
capacity of the nation. 


The Critical Materials 


Dr. Davis said the background of ex- 
perience of the U. S. atomic energy pro- 
gram “is totally inadequate for develop- 
ment of economic power reactors as 
such,” and that “the realities of working 
on a power reactor project have sobered 
many of the super-optimists.” 


“This general lack of understanding 
poses a difficult problem for us at the 
AEC,” said Dr. Davis. “We are con- 
vinced that economic power reactors 
can be developed and thus we do not 
wish to be discouraging. On the other 
hand, we appreciate from first hand 
experience the scientific, engineering, 
and economic difficulties in this develop- 
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ment as well as the time and effort re- 
quired to overcome them, and thus must 


caution people not to expect the impos- 
sible.” 


The foreign market, according to Dr. 
Davis, may offer “the most hopeful 
method of developing power reactors 
for economical use in the United States,” 
on the theory that higher power costs 
in other countries permit the use of re- 
actors which would not be economical 
in the United States. Competition for 
the overseas business would provide the 
stimulus for cost reductions which will 
make reactors economic in the United 
States as well. 


“The problems in the development of 
nuclear power plants,” said Dr. Davis, 
“are primarily those of finding the 
proper materials; materials with the ne- 
cessary strength at the required opera- 
ting pressures and temperatures, mate- 
rials resistant to corrosion and erosion, 
materials which do not consume too 
many of the precious neutrons needed 
for criticality and conversion, materials 
which can be fabricated into the desired 
parts, and which are cheap enough. 
Some reactor concepts are quite likely 
to be set aside simply because there just 
isn’t any satisfactory material to meet 
one or more of the needs. 


Government Role and Goal 


The early years, at least, of the sec- 
ond decade of effort to put the atom to 
work will not see the withdrawal of the 
government as the principal investor in 
the development of the machines needed 
to generate power from nuclear fuels. 


It is clear, both from the description 
of the problem by Dr. Davis and from 
the announcement of a new AEC pro- 
gram, that government funds will con- 
tinue to be available to maintain the 
development effort at a level designed 
to insure the progress the country seems 
to need and want. 


“Our goal for progress,” according 
to AEC Chairman Lewis L. Strauss, “is 
not one of building an arbitrary num- 
ber of plants, or a fixed figure of in- 
stalled kilowatts of generating capacity. 
Our objective, which seems to us more 
prudent and more constructive, is to de- 
velop the technology of nuclear power 
reactors of various types and sizes, to 
the point where they will be economic 
in competition with kilowatts produced 
from conventional fuels.” 


Chairman Strauss, addressing the 
American Nuclear Society in Washing- 
ton, said the nation must have a “com- 
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prehensive construction program. Nu- 
clear power plants must be built to test 
and evaluate our laboratory achieve- 
ments; there is no other way.” 


To attain these objectives, Chairman 
Strauss would expand the government’s 
program which now includes nine differ- 
ent power reactor experiments, recom- 
mending that “steps be taken without 
delay to assure the construction by not 
later than June 30, 1962, of at least two 
additional large scale and three addi- 
tional small scale reactors, all for the 
purpose of producing power for civil 
use. These plants would be of entirely 
new type and design, as compared with 
the power reactors currently being built 
commercially, or planned for construc- 
tion. They might be prototypes of re- 
actor concepts which are presently in- 
cluded in the Government’s experimen- 
tal program.” 


The significance from an investment 
point of view is simply that the momen- 
tum built up in the atomic power devel- 
opment field is not to be allowed to 
slacken. The importance to the equip- 
ment suppliers is obvious. 


An Accelerated Program 


The electric utility industry, which is 
carrying the main financial burden of 
the effort to go from small-scale experi- 
mental plants to full-scale prototypes 
has a very special stake in the accelera- 
ted program proposed by Chairman 
Strauss. 


He would have the Commission call 
for a new round of proposals from the 
power companies, provided the new 
plants could be completed by June 30, 
1962. He indicated specific types of re- 
actors in which the Commission is in- 
terested and said that if industry did 
not come forward with proposals to 
build them, then the government should 
go ahead on its own. 


“There is both need and opportunity 
to move ahead at an accelerated pace, 
not only in the actual construction of 
full-scale experimental and _ prototype 
nuclear power plants, but also in ex- 
panding our store of nuclear technology 
by means of more complete research 
and development,” Chairman Strauss 
told the nuclear engineers and scientists. 


“Therefore, I am proposing that the 
Commission substantially increase the 
existing opportunities for Government 
assistance in this respect, by assuming 
a greater share of the cost of research 
and development as distinct from actual 







construction costs. This extension of 
government assistance—in addition to 
the Commission’s own experimental pro- 
jects—would apply not only to proposals 
found acceptable under the new third 
round of the Power Demonstration Pro- 
gram, but also to projects already initi- 
ated under the earlier first and second 
rounds.” 


The added government help would 
also be aimed, according to Chairman 
Strauss, at meeting the requirements of 
the foreign field, pointing out that 
“American designers and builders of 
commercial reactors would be placed in 
a better position to do business in other 
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ATOMIC ENERGY 
FOR YOUR 
BUSINESS 


Today’s Key to 
Tomorrow’s Profits 


by ARNOLD KRAMISH 
and EUGENE M. ZUCKERT 


The first practical book on the 
subject of the application of 
atomic energy to business and 
industry addressed directly to 


business men — a detailed look 
at present uses and future possi- 
bilities. 


EDWARD TELLER, in the 
New York Times Book Review, 
says: “The book is done in sim- 
ple and interesting terms. The 
authors are familiar with all 
the complex facets of atomic 
energy: scientific, political, eco- 
nomic and technical. The sub- 
ject is usually considered diffi- 
cult; but this book approaches 
atomic energy not from the high 
plane of science and technology, 
but from the comfortable level 
of common sense.” 


At all bookstores $3.95 


DAVID McKAY COMPANY, Inc. 
55 Fifth Ave., New York 3 
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nations, particularly those where nuclear 
power is a more urgent requirement 
than it is, presently, in the United 
States.” ‘ 


The last point was one of the major 
considerations mentioned by members 
of the Joint Committee on Atomic 
Energy in proposing the civilian power 
acceleration bill which was defeated in 
the closing days of the last session of 
Congress, largely because of AEC op- 
position to the mandatory provisions of 
the bill introduced by the Committee. 


The new AEC program, described by 
Chairman Strauss as a “proposed pro- 
gram for expansion and acceleration of 
the development of nuclear power,” 
doubtless will meet a clamorous recep- 
tion in the new Congress. There will be 
extensive support for the -idea of ex- 
pansion, but the backwash of the argu- 
ments in the last session may give the 
revived program a strange coloration. 


The First Foreign Order 


To Westinghouse goes the honor of 
the first internation order for a full-scale 
nuclear power plant. Edisonvolta of 
Milan, Italy, one of the largest utility 
systems on the continent of Europe, an- 
nounced last month that it plans to pur- 
chase a replica of the pressurized water 
type of plant being designed by West- 
inghouse Atomic Products Division for 
Yankee Atomic Electric Company. 


While contractural arrangements have 
yet to be worked out—and must await 
the signing of a “power bi-lateral” agree- 
ment between the U. S. and the Italian 
governments—the Italian company is 
going ahead with plans to install a 
nuclear plant of about 135,000 kw. ca- 
pacity. No cost figures are available, 
but the Yankee plant to be built at 
Rowe, Mass., is estimated at $35 mil- 
lion. Financing involves an Export-Im- 
port Bank loan. 


Uranium Mining a Growing 
Industry 


Growth of uranium mining as an im- 
portant segment of the U. S. mining in- 
dustry was highlighted last month by 
the first publication of AEC figures on 
uranium ore reserves and production. 


From a wheelbarrow-scale proposition 
at the end of the war—when vanadian 
tailings were reprocessed for their ura- 
nium content—U. S. uranium production 
operations have grown to a point re- 
quiring an $85 million investment in 
mills having a capacity of more than 
12,000 tons of ore per day. 


56 


“How the Atom is Putting New Shapes on the Horizon” 





is the title of recent advertise- 


ment of the Independent Electric Light & Power companies, which states that already 
seven commercial atomic-electric power plants are in construction or design. As evidence 
that we have been moving out of the laboratory stage on nuclear energy, it is significant 
to read advertisements of such applications by a wide variety of companies, such as re- 
cently published by ACF Industries, AMF Atomics, Admiral, Borg-Warner, Combustion 
Engineering, Curtiss-Wright, Federated Metals (A. S. & F.), General Electric, Lockheed, 
National Distillers, New England Electric, North American Aviation, Republic Steel, 
Sperry-Rand, Westinghouse Electric, Wyandotte Chemicals, and in England by firms like 
A. E. I..John Thompson, Babcock & Wilcox, John Laing, Shell Oil, Taylor Woodrow and 
Whessoe, mainly connected with opening of the first atomic power lines at Calder Hall. 





AEC said the mil!s already in opera- 
tion—led by Anaconda’s 1,500 tons-per- 
day mill at Bluewater, N. M.,—represent 
an investment of $50 million in 12 mills. 
Under construction are eight new mills 
costing $35 million and adding 4,000 
tons to total capacity. Largest of the 
new mil!s is the 1,000-tons-a-day plant 
of Union Carbide Nuclear Company at 


Rifle, Colo. 


Estimated total ore production for 
1956 is 3 million tons. 


New Mexico is listed by AEC as the 
state with the greatest ore reserves, with 
an estimated 41 million tons of ore 
measured, indicated or inferred, of an 
average grade of 0.24% of contained 
uranium oxide. Total reserves in seven 
western states are estimated at 60 million 
tons. Utah is ranked second with 7.5 
million tons and Colorado third with 4.1 
million tons. 


Production of uranium oxide by the 
end of 1956, from all mills, was estima- 
ted at a rate of 800 tons annually, nearly 
double the rate at the end of the previ- 
ous year. Actual production for 1956 
was estimated at about 6,000 tons. 


Two Billion Dollars a Year 


Since February 1940, when the first 
government expenditure ($6,000) for 
atomic energy development was author- 
ized, through the Uranium Advisory 


Committee (later taken over by the Na- 
tional Defense Research Committee), 
the U. S. Government has spent more 
than $15 billion for plant, materials, and 
operations. 


When the civilian Atomic Energy 
Commission took over from the war- 
time Manhattan District of the War 


Department on Jan. 1, 1947, the total 
investment in plant and equipment was 
about $1.2 billion. The Commission, in 
a 10-year report issued December 31. 
1956, said its facilities are now valued 
at $7 billion and that its annual opera- 
ting costs are about $2 billion. 


While AEC never made any 


breakdown of expenditures as between 


has 


peacetime purposes and defense require- 
ments, Eugene Zuckert and Arnold Kra- 
mish in their book, “Atomic Energy For 
Your estimated the peace- 
time charge may be as high as 15 per 
cent of the $15 billion total. The pro- 
duction plants charged to military pur- 
poses, however, produce the fuel re- 
quired for power reactors and research 
reactors for peacetime purposes. 


In addition to the $250 million AEC 
has committed to its power reactor de- 
velopment program, the report cited the 
$300 million estimate of the private in- 
vestment required to carry through the 
atomic power development program ini- 
tiated and sponsored by the electric util- 
ity industry. 


Business,” 
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ASSETS 
Cash and Due from Banks . . .$ 748,721,866.85 
U. S. Government Obligations 462,379,450.24 
State, Municipal and Public Securities 281,374,347.32 
Other Bonds and Investments 16,016,396.06 
Loans .... . . . . . 1,482,564,788.45 
Banking Premises and Equipment 16,308,262.01 
Customers’ Liability on Acceptances 51,725,054.62 
Accrued Interest and Accounts 

Receivable . . . . . . . 9,072,149.39 
Other Assets . . . ... . 1,672,970.04 
$3,069,835,284.98 

LIABILITIES 

Capital Stock . . $ 53,138,250.00 

Surplus. . . .  146,861,750.00 
Undivided Profits . 31,025,850.94 $ 231,025,850.94 
Reserve for Contingencies 3,593,587.82 
Reserves for Taxes, Expenses, etc. 12,500,973.19 
Dividend Payable January 1, 1957 2,656,912.50 
Acceptances Outstanding (Net). . 54,545,203.60 
Other Liabilities . . . ... . 5,741,700.24 


Deposits . . . . . « « ~ 2,759,771,056.69 
$3,069,835,284.98 











Securities carried at $124,054,027.52 in the foregoing statement are 
deposited to secure public funds and for other purposes required by law. 
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The question and answer period follow- 
ing talks by management to groups of se- 
curity analysts and investment managers 
may disclose more significant information 
about company prospects than the prepared 
text of the speaker. How to disseminate these 
additional disclosures presents a problem in 
equitable information policy. 


Perhaps the fairest procedure is to insist 
on verbatim transcripts and to prepare re- 
leases for immediate distribution subsequent 
to the talk—followed as soon as possible by 
printed copies of the prepared text and the 
supplementary discussion. 


Present stockholders should be notified of 
the availability of this factual data about 
their company by direct communication or 
by advertisements on the financial pages and 
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AIR REDUCTION COMPANY 
By Joun J. HILL, president 


Based upon the average number of 
shares outstanding, earnings are expect- 
ed to reach $4.35 for 1956 with the 
prospect of $1.00 more in 1957. 


Industrial gases and welding repre- 
sent 55% of sales, followed by chemicals 
at 22%, carbon dioxide 9% and me- 
chanical gases and equipment 7%. Ex- 
port and foreign sales account for the 
remaining 7%. 

Sales to metal working markets repre- 
sented 55% of the dollar total compared 
with 95% in 1936 showing the com- 
pany’s decreasing reliance upon the 
heavy capital goods industries. 


New York Society, Nov. 26. 


BOSTON EDISON COMPANY 


By Tuomas G. DicNan, president 


This is one of the 12 companies that 
will build the Yankee Atomic Electric 
Company plant at Rowe, Mass. It also 
is a member of Atomic Power Develop- 
ment Associates and participated in the 
design of a fast breeder type of power 
plant. 
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MANAGEMENT SPEAKS... 


Abstracts and quotations from recent talks by the top 
management of companies whose securities are of interest 
for trust fund and other institutional investors. 


O. ROGERS FLYNN, Jr. 


Contributing Editor 


The company has an uninterrupted 
dividend record of 66 years, supplies 
electric service to 40 cities and towns 
plus 5 municipal systems. Steam is sup- 
plied to the downtown Boston area. 
Residential and commercial sales pro- 
vide two-thirds of total revenues. 


Estimated capital requirements for the 
next 5 years will require issuance of 
$92 million additional securities. Massa- 
chusetts statutes limit utility debt to not 
in excess of equity plus retained earn- 
ings. Present debt ratio is about 43%. 


New York Society, Dec. 5. 
DOW CHEMICAL CO. 
By L. I. Doan, president and C. A. Ger- 


stacker, vice president and treasurer 


Earnings for the current fiscal year 
may fall below the $2.52 a share re- 
ported for the year ended May 1956. 


“Profits in the quarter ended August 
31 were behind a year ago. We are still 
having trouble with our profit margins, 
as are other chemical companies,” stated 
Mr. Gerstacker. 


Dr. Doan pointed out that earnings 
had been at their best during periods 
of limited plant expansion. With present 
high capital expenditures it takes time 
for operations to catch up to increased 
plant capacity. In 1954 and 1955 plants 
ran at about 66% of expanded theoreti- 
cal capacity against 80% of capacity 
operations for 1956. 

Boston Society, Dec. 10. 


B. F. GOODRICH COMPANY 


By E. A. STEVENS, treasurer 


Company has nine autonomous oper: 
ating divisions with counsel and coordi- 
nating assistance rendered by corporate 
staff divisions — automotive tire and 
accessories, aviation products, industrial 
products, footwear and flooring, sponge 
products, textile products, chemicals, 
B. F. Goodrich, Canada and Interna- 
tional B. F. Goodrich Company. 


In addition, company operates in the 
petro-chemical field through part own- 
ership of Goodrich-Gulf Chemicals, Inc. 
and has rubber manufacturing affiliates 
in twelve foreign countries. 


In prospect are new plants for west 
coast operations, extension of polyvinyl! 
chlorine facilities in U. S. and Canada 
at a cost of $11.5 million, an expansion 
of sponge rubber capacity at a cost of 
$3.5 million, a new plant to cost $2.5 
million for acrylic polymers, in addition 
to the recently completed large scale ex- 
pansion of facilities for specialty types 
of man-made rubber. 


St. Louis Society, Dec. 4. 


HALLIBURTON OIL WELL 
CEMENTING COMPANY 


By L. D. CAMPBELL, vice president 


Started in 1924 with $178,000 of 
equipment and $130,000 in cash con- 
tributed by seven leading oil companies, 
at Dec. 31, 1955 stock equity was $62 
million after distributing $45.5 million 
in cash dividends in the 32 year period. 


Company is the largest and most di- 
versified oil field service organization, 
offering services with mobile pumping 
equipment to seal casings and to frac- 
ture formations; rental and operation 
of testing tools, and oil well logging by 
means of electrical, radio-active and 
other forms of instrumentation. Services 
of the Company are offered in practic- 
ally all foreign countries but in 1955 
less than 12% of revenues came from 


outside the U. S. 


Introduced by public offering of 
snares in 1948, the company’s stock is 
now held by over 10,000 shareholders. 
Revenues have incréased from $25.8 
million in 1945 to an estimated $175 
million in 1956 with net profit increas- 
ing from $2 million to an estimated 
$18 million in the same period. 


Twin Cities Society, Dec. 12. 
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HOFFMAN ELECTRONICS 
CORPORATION 


By H. Lestie HorrMan, president 


Solar flashlights, solar radios, and 
portable 400 cell self-tracking solar en- 
ergy units for powering long range 
communications are in actual produc- 
tion. In prospect are silicon solar energy 
cells for roof shingling to produce 52.8 
K.W.H. from 88 square yards of cells 
with only 6 hours of sun. Utilized five 
days per month sufficient energy would 
be developed to provide the average 
home requirements of 250 k.w.h. per 
month. 


Military expenditures in the electron- 
ics field will total $4.5 billion for 1957 
of which $3 billion will be for aircraft, 
guided missiles aid communications. 

New York Society, Dec. 3 


MONTANA-DAKOTA UTILITIES CO. 


By F. R. GAMBLE, vice president 


In the past five years, net plant and 
generating capacity have increased more 
rapidly than gross revenues or electric 
sales, indicating opportunity for further 
growth without corresponding increase 
in investment. 

Current construction costs of $6.5 
million came from internally generated 
funds and bank loans to be refunded 
by new financing in the spring. 

While increased rates are in prospect 
for residential load, earnings may not 
be expected to catch up with capital 
outlays until the end of the present pe- 
riod of rapid expansion. 

New York Society, Dec. 19. 


REPUBLIC STEEL CORP. 


By W. B. Boyer, treasurer 


The nation’s third largest steel pro- 
ducer expects larger earnings in 1956 
than the $86 million reported for 1955 
in spite of the five week steel strike. 


$100 million of earnings are budgeted 
for 1957, predicated upon average an- 
nual operations at 90% of capacity. 


Capital expenditures of $150 million 
are scheduled for 1957, followed by $60 
million in 1958 and not less than $50 
million in 1959. No new financing is in 
prospect. 


Higher prices for steel are indicated 
in the summer of 1957 when the second 
year wage rises become operative under 
the three year union contract. 


Philadelphia Society, Dec. 6. 


STANDARD OIL COMPANY 
(INDIANA) 


By J. E. SWEARINGEN, executive vice 
president and David Graham, finan- 
cial vice president 


The company does 4% of the nation’s 
producing, 8% of the nation’s refining 
and marketing, and 16% of the nation’s 
pipeline operations. 


For the first 9 months production 
averaged 292,000 barrels daily, up 8% 
from 1955. Proration holds down pro- 
duction by about 100,000 barrels daily. 
Earnings have leveled off in the last half 
of the year as a result of stiffened com- 
petition. 


Including payment of one share of 
Standard Oil (N.J.) stock for each 65 
shares of Indiana, total dividends for 
1956 will total $2.26 a share. Cash divi- 
dends of $1.40 a share represent about 
50% of earnings. 

Detroit Society, Dec. 12. 

TEXAS INSTRUMENTS, INC. 
By J. E. Jonsson, president 


The company’s three principal sources 
of income are sales of seismograph and 
gravity meter services in exploration for 
oil, gas and minerals; manufacture and 
sale of industrial and military electronic 
and electro-mechanical equipment and 
systems; manufacture of germanium 








DRUG BUSINESS WANTED ON ATTRACTIVE PLAN 
FOR ESTATES, TRUSTS 


Well known national drug firm is interested in acquiring additional 
established products small or large in drug or allied field. We have a 
proven plan of particular interest to trusts, estates, and family-owned 
companies, under which present owners can continue to receive income 
which would be increased by the growth which we create. One possible 
plan provides an attractive means of disposition for owners who seek 
continued income with capital gain on ultimate sale. 


We are principals. You may write in confidence to Box 180, TRUSTS AND 
Estates, 50 East 42nd Street, New York 17. 
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and silicon transistors, rectifiers and 
precision resistors, transformers and 
indicating meters. 


1956 sales are expected to approxi- 
mate $44 million, with earnings of $2.1 
million and year end net worth of $15 
million. In the past ten years sales and 
earnings have increased 20 times while 
net worth has grown 15 times. 

New York Society, Dec. 13. 


WASHINGTON GAS LIGHT CO. 
By Everett J. Boorusy, president 


Although established in 1848, the 
company’s size has nearly doubled in 
the past 5 years, although population of 
the area served has increased only 21%. 
Dividends have been paid for 104 years. 

The property account had an original 
cost value of $46 million in 1946 and 
$110 million at the end of 1955. Aver- 
age age of all property, weighted by 
investment dollars, was approximately 
9 years. 

Operating revenues increased 92% 
from 1950 to 1955 with net income 
reaching the highest level in the com- 
pany’s history. 1956 operating revenues 
will be up about 10% with net 14% 
higher than in the prior year. 

New York Society, Dec. 12. 
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118 Common Trust Funds Hold 





$600 Mitton In Common STOCKS 


QUITY INVESTMENTS ACCOUNTED FOR 
50% of the $1,198,198,194 market 
value of the first 118 common trust 
funds to be tabulated for 1956. This 
portion—$600,030,725—was 


as of the various report dates, in the 


Com. Stocks 
Mortgages ___ 


Cash & Other 


invested, 


common stocks of 522 companies. The 
figure compares with 48% for common 
stocks in all common trust funds at the 


end of 1955. 


Eighty-one of the funds were of the 
type, 
combined common stock holdings repre- 
senting 55% of the total portfolio which 


discretionary investment 


is adie ainienlnnd: 


Thirty-seven of the funds were of the 
restricted type. Among these, as might 
be expected, the common stock segment 
was smaller, but still repreesnted 29% 
of the total. Their composite portfolio 


their 


follows: 


U. S. Bonds __.... 
Other Gov't. Issues 
Corp. Bonds 
Pret. Stocks ...__ 


- $108,992,484 
18,424,545 


189,508,638 Corp. 


97,050,151 
528.657 843 
6,659,186 
6,043,568 


$955,336,415 


U. S. Bonds 
Other Gov’t Issues 
Bonds 

Pref. Stocks - 
Com. Stocks 
Mortgages 


Cash & Other 


AND ESTATES. 


_ $ 51,780,730 
8,445,681 
75,047,191 
27,392,396 
71,372,882 
6,446,097 
2,376,802 





$242,861,779 


A report on the 1956 last quarter 
holdings of all of the 238 common trust 
funds that have been operating long 
enough to have a 1956 annual report 
will appear’ in a subsequent of ‘TRUSTS 





Drucs, Foops & Tosacco 


Allied Mills 

Amer. Bakeries 
Amer. Chicle Oe 
Amer. Home Products 
Amer. Snuff .._ 
Amer. Tobacco 
Beatrice Foods 





5 
Beach-Nut Life Savers 3 
I aia gents 2 
Borden So ee 
E. J. Brach & Ee ee 
Campbell Soup 5 
Carnation SR one 
Coca Cola ..__... Spee . = 
Colgate-Palmolive i OS See ae 
Continental Baking eR | 
Corn Products Ref. —_- aces ae 
Foremost Dairies ——.___._._... 1 
General Foods —__. ica oh oe 
General Mills « siewintntteses 
Great Atl. & Pac. Tea —.......... 1 
Great West. Sugar | 
H. J. Heinz 1 
Hershey Chocolate — 3 
GEE TOW oc aoe | 
EE ee eee | 
Liggett & Myers os . 5 
McKesson & Robbins _....--.-._ 4 
Merck 18 
Nat. Biscuit. aan CACC Ey! 
Nat. Dairy Products on 59 
Serer | 
Nat. Tea ae” ae 
Norwich Pharmacal - Lae ae 
Parke Davis ae 
Penick & Ford -. bos acaanis 
I i cacastcasimsciniantioned 
Pillsbury Mills .. 
Proctor & Gamble 
Quaker Oats _ 

R. J. Reynolds Tob. 






Savannah Sugar Ref. Rees oe 
Schenley Industries — H 1 
G. D. Searle ——... q : 
Smith, Kline & French | _ ee: | 
Standard Brands -............-.... 1 
Siatias Dae ..._........... 19 
Sunshine Biscuits —--—--—-.-.......... 4 
Sette &. CG. cc... 8 
Date Beet LS 1 
LS ESE aie sscereenen 14 
Warner Lambert Pharm. — 1 
Wm. Wrigley Jr. Co. 5 


60 





COMMON TRUST FUNDS 
(Figure indicates number of funds holding) 


FinanciAL & INSURANCE 


Acuna Cas. & Sor. —__§____.... 2 
Aetna Insurance = ____-.---.-------------- 5 
Aetna Life Insur. - ees Mae 
Amer. Ins. of Newark —_.. 9 
PN Se 
Associates Investment ae 
Rauk or Ameres —..._._._.__.__..... § 
Bankers Trust 0 
Beneficial Finance 
Camden Fire Ins. 





Chase Manhattan Bank See 30 
Chem. Corn Exch. Bk. —....:_ 6 
Chesapeake Corp. of Va. —...- 1 
Christiana Securities — 8 
C.L.T. Financial Se eal eter 31 
Cit. & South. Nat. Bk. SS 
Commercial Credit -.......... 21 


Conn. Gen. Life Ins. 2 
Consol. Inv. Trust 1 
Continental Casualty Seecace ae 
Cont. Illinois N.B. & Tr. —--.. 19 
Continental Insur. 23 
Crocker-Anglo Nat. Bk. 3 
Employers Group Assoc. 1 
Federal Insurance 1 
Fidelity & Deposit, Md. _...... 1 
Fidelity-Phenix Fire Ins. —. 12 
6 
13 
2 
1 
17 
1 
2 
1 


Fire Assn. of Phila. -_........ : 
Fireman’s Fund Ins. ..-...---------- 
Fireman’s Insur. wis 
First Nat. Bk., Atlanta 
First Nat. Bk. Boston 
First Nat. Bk., Chicago —~.-.... 
First Nat. Bk., Dallas a 
First Nat. Bk., St. Louis —..- 
First Nat. City Bk., N. Y. —-- 51 
First Penna. Bkg. & Tr. ..--...-- 5 
Girard Tr. Corn Exch. —....... 3 
Glens Falls Insur. 3 
Great American Insur. - 8 
Guaranty Trust N. Y. 3 
Hanover Bank, N. Y.. ———--— 4 
1 
1 
1 
9 
6 
Z 








Hanover Fire Ins. 
Harris Tr. & Sav. Bk. ——-——--- 

Hartford. Fire ins... 1 
Home Insurance -_ 
Household Finance 

Industrial Acceptance --.- 
Insur. Co. of N. Amer. - 










Irving Trust-N. Y. —.......- a 2 
Jefferson Standard Life — 1 
Lawyers Title Insur. — 1 
ian Core. 1 


Life Ins. Co. of Va. 

Lincoln Nat. Life Ins. 

Maine Bonding & Casualty 
Manufacturers Trust, N. Y. —. 
Marine Midland Corp. — 
Maryland Casualty 

Mellon Nat. Bk. & Tr. 

J. P. Morgan —— 

Nat. Bk. of Com., Houston 
Nat. De. of Dewet —......... 
Nat. City Bk., Cleveland _ 
Nat. Fire Ins. _ 

Nat. Union Fire Ins. 

New York Trust 

North River insur. —$.._._.... 
Northwestern Nat. Ins. 
Peoples First N. B. & Tr., Pitts. 
Philadelphia Nat. Bk. 

Phoenix Ins. 

Piedmount Life Ins. - 
Republic Nat. Bk., Dallas 
Riggs National Bank 

St. Paul Fire & Marine Ins. 
Seattle-First Nat. Bk. 


ONE TH WAM HE wre PRE NNANNH HE 






Security-First Nat. Bk.-L. AL 9 
Springfield Fire & Marine . 1 
Transamerica Corp. 4 
Travelers Insur. ices ae 
U. S. Fidelity & Guaranty ee 
U. S&S. Fire ins. — oe 
U. S. Nat. Bk., Portland — a 1 
Wels Farge Bank —....... 1 
INDUSTRIAL 
Abbott Laboratories —........... 7 
Addressograph Multi. —_......... 10 
Air Reduction £2... 10 
Allied Chem. & Dye ___.............. 39 
Allis Chalmers een © en 24 
Alpha Portland Cement ___. Boe 
Amer. Brake Shoe —.......... 2 
pe EE eae oeeee Serer 32 
Amer. Coanamia ——.__.__. 53 
Amer. Optical —.........._.__.. ican dae 
Amer. Potash & Chem. —....... 3 
Amer. Rad. & St. San —....... 14 
pe eS a eee 9 
Anchor Hocking Glass -....... 3 
Archer-Daniels-Midland = __..... 2 


Armstrong Cork —_..-...-- 
Atlas Powder —__... 
Babeock & Wilson -_. as 
RC” NUN 5 iste 





COMMON STOCKS IN 1956 ANNUAL REPORTS OF 118 








Blaw-Knox i! 
Boeing Airplane 1 
Borg-Warner 14 
ewe. Dee 1 
Burlington Industries 2 
Burroughs 
Cannon Mills 2 
Carborundum 5 
Carrier 6 
Caterpillar Tractor 19 
Celanese 3 
Chance Vought ‘Aircraft - 1 
Chicago Pneumatic Tool - 1 
Chrysler eaiee ae 5 
Cluett Peabody ; : 7 2 
Columbian Carbon .. 2 
Combustion Engineering - 1 
Container Corp. of Amer. 11 
Continental Can £ee ' 33 
Corning Glass Works As oS 
Crane 1 
Crown Zellerbach at 21 
Cutler Hammer ne 3 
Deere & Co. - ; =. - 14 
Diamond Match sz 3 
Dixie Cup — 3 
Dobeckmun ideas seit a ie 
Dow Chemical -.. 36 
Dravo ' . 1 
Dresser Industries ; ee 
a ree es . 83 
Eastman Kodak EOE Ny: 
Eaton Manufacturing —......._ 8 
Endicott Johnson —_...._ 1 
Firestone Tire & Rub. 2 
Food Mach. & Chem, __....... 10 
Ford Motor - ae el 14 
Freckent Trater —............ 1 
General Controls —...._......._ 2 
General Electric Seceee ee Ak 
General Motors _ eee 
Gen. Portland Cement - eet 6 
General Shoe 6 
Gillette 2 
Glidden 1 
Globe Union 1 
Ws I on 19 
Goodyear Tire & Rub. . 21 
Gould Nat. Batteries tee 
7 a eee 1 
Hammermill Paper —--.--- 1 
Harbison-Walker Refract. —..... 3 
Harshaw Chemical = -_.-.-.....--- 1 
Hart, Schaffner & Marx -— 1 


Trusts AND EsTATES 








Here 
Hevi- 
Hooke 
Ideal 
Indus 
Inger 
mnt. 3 
Int. I 
Int. I 
Int. § 
Int. § 
Johns 
Johns 
Joy I 
Kimb 
Kopp: 
Lehig 
Libbe 
Lily-1 
Link- 
Lone 
McGr 
Magn 
Marat 
Mead 
Melvi 
Minn. 
Minn 
Mons: 
Nat. 

Nat. | 
Nat. 

Nope 
North 
Olin 

Otis | 
Outhe 
Owen 
Owen 
Penn: 
Pepps 
Philec 
Philip 
Pittsh 
Portle 
Potas| 
Pullm 
Rayon 
Ray-o 
H. H 
Rohm 
Royal 
Ruber 
St. R 
Sange 
Seott 

Sherw 
Singe 
A. O. 
Spene 
Sperr 
Sprag 
Squar 
Stanl 
Sunbe 
Suthe 
Sylva 
Tecun 
Texas 
Thom 
Timke 
Torri 
Trane 
Unior 
Union 
Union 
Unite 
Unite 
Unite 
Unite 
Unite 


_ 


EF: 


Ov 
Emp 
guar 
$1,25 
old h 
new 


i 
head 
25 y 
Unit 


Jant 























Hercules Powder — 18 U. S. Gypsum os i NN a oie eens 23 Kansas Gas & Elect. —.....___ 1 
Hevi-Duty Electric 83 U. S. Pipe & Foundry CMa ns er 4 New Jersey Zine —_............-----_ 1 Kansas Pwr. & Lt. —.......... 8 
Hooker Electrochem. .._........ 2 U. S. Plywood Came ce Newmount Mining — 4 Kentucky Utilities 1 
Ideal Cement - re oo Ohio Oil SEAS Long Island Ltg. iuomde oe 
Industrial Rayon Vick Chemical — bas 1 Phelps Dodge .. — ae cinpas Louisville Gas & Elect. — 1 
Ingersoll-Rand Victor Chemical Works _.......__ 1 Philips Petroleum —_..... 69 Madison Gas & Elect. 1 
Int. Bus. Mach. West Va. Pulp & Paper - 9 Pittsburgh Consol. Coal — 4 Middle South Util. 21 
Int. Harvester Westinghouse Electric - Pure Oil —. sae ee en RS Montana Pwr. -. 1 
Int. Paper g Weyerhaeuser Timber —___- 2 Republic Steel 3 Cee 5 Nat. Fuel Gas 4 
Int. Salt 3 Worthington Corp. - 1 Revere Copper & Brass. Leas! New England Elect. Sys. 5 
Int. Shoe ee aN 4 Yale & Towne Mfg. 1 Reynolds Metals Le 2 New England Tel. & Tel. - 2 
Johns-Manville ee 43 J. S. Young 1 Royal Dutch Petrol. —...... 1 New York State El. Gas - 16 
Johnson & Johnson _ 1 Zenith Radio 1 St. Joseph Lead aot ae Niagara Mohawk Pwr. 27 
Joy Mfg. Co. 1 Safway Steel Prod. - ae | Nor. Illinois Gas 3 
Kimberly Clark - 9 MERCHANDISING & Schlumberger Well Surveying. 1 Nor. Natural Gas 21 
Koppers Co. 2 err eee reo Seaboard Oil nee, Ol Nor. States Pwr. 4 
Lehigh Portland Com. 3 MISCELLANEOUS ek C4Ge 1 Ohio Edison 20 
Libbey-Owens-Ford Glass 18 Allied Stores 9 Shell Oil - 30 Okla. Gas & Elect. 6 
Lily-Tulip Cup 3 American Stores 3 Sinclair Oil ni + eo Okla. Nat. Gas 1 
Link-Belt 8 Assoc. Dry Goods m 1 Socony Mobil Oil —— ~~. 64 Pacific Gas & Elect. 28 
Lone Star Cement 9 Columbia Broadeasting __ 1 Southland Royalty 1 Pacific Lte. : 7 
McGraw Electric 5 Federated Dept. Stores 16 Standard Cal. 40 Pacific Tel. & Tel. 1 
Bs Magnavox 1 First National Stores g Standard Oil—Ind. 54 Panhandle East. Pipeline 9 
Marathon - 5 OS rea eae 7 Standard Oil—Ky. 5 Peninsular Tel. 2 
Mead 1 H. L. Green 2 Standard Oil—N. J. 87 Pa. Pwr. & Lt. on ae 
Melville Shoe _ A S. S. Kresge = Standard Oil—Ohio ‘ Peoples Gas Lt. & Coke 10 
Minn. Honeywell Reg. : 28 S. H. Breas .. f Sunray Midcontinent Oil Philadelphia Elect. ‘ 33 
r Minn. & Ont. Paper _ 1 Kroger 17 Texas Co. wed 74 Pioneer Natural Gas .._.. er 
Monsanto Chem. 32 McGraw Hill 2 Texas Pac. Coal & Oil” - 1 Potomac Elect. Pwr. .. 6 
t Nat. Aluminate . 4 Marshall Field 2 Union Oil . - Puget Sound Pwr. & Lt. - 2 
np Nat. Cash Register 18 May Dept. Stores 28 U. S. Steel . 27 Pub. Serv. Elect. & Gas a 
= Nat. Gypsum 3 Montgomery Ward 13 Vanadium 1 Pub. Serv.—Colo. ; 22 
“t Nopeo Chemical 1 G. C. Murphy .. 6 Youngstown Sheet & Tube 1 Pub. Serv.—Ind. 16 
c North Amer. Aviation 3 J. J. Newberry 3 Pub. Serv.—N. M. 1 
: Olin Mathieson 9 Paramount Pictures ___ ff Pusuic Utiities Rochester Gas *& Elect. 6 
Otis Elevator 11 J. C. Penney _ 52 San Dievo Gas & Elect. 3 
Outboard Marine - : 1 Radio Corp. of America 3 Amer. Gas & Elec. 44 Savannah Elect. Pwr. 2 
Owens Corning Fiberglas 1 Safeway Stores " 6 Amer. Nat. Gas . 19 South Carolina El. & G2 A 
ss Owens Illinois Glass 29 Sears Roebuck 58 Amer. Tel. & Tel. 85 South Jersey Gas 1 
Pennsylvania Salt 7 Time Inc. ‘ Atlantic City Elec. e 2 Southern Co. 17 
Pepperell 1 F. W. Woolworth 18 Baltimore Gas & Elec. —_.. 25 Southern Calif. Edison 25 
Phileo as, U. S. Playing>Card __. a Boston Edison 6 Southern Natural Gas 5 
Philips Gloeilampenfabrieken — Brooklyn Union Gas 1 Southwestern Pub. Serv. 3 
Pittsburgh Plate Glass 27 e — ee : Carolina Pwr. & Lt. _14 Tampa Elect. 3 
Portland Gen. Elect. 1 PeTroteuM, Minine & Mertats Carolina Tel. & Tel. 2 Tenn. Gas Trans. 2 
Potash Co. of Amer. 1 Allegheny Ludlum Steel 1 Central Illinois Lt. cai: “Ie Texas Utilities ; 24 
Pullman 2 Aluminum Co. of America 24 Central Illinois Pub. Serv. 2 Transcont. Gas Pipeline 1 
Rayonier 1 Aluminium Ltd. 10 Central & South West 20 = Union Elect.—Mo. 8 
Ray-o-Vac 1 Amerada Petroleum 6 Cincinnati Gas & Elec. _ 15 United Gas ee 
H. H. Robertson 1 Amer. Agric. Chem. - . 2 Cleveland Elec. Illum. ...- 25 United Gas Improvement 3 
Rohm & Haas .. 2 Amer. Smelt. & Refin. ; 12 Colo. Interstate Gas 4 Utah Pwr. & Lt. 6 
Royal McBee 2 Anaconda 3 Columbia Gas System __.... 7 Va. Elect. & Pwr. ‘ _.. 28 
Rubergie wo. 3 Armco Steel _ 6 Columbus & So. Ohio Elec. 3 Washington Gas Light - 3 
St. Regis Paper _ 2 Atlantic Refining 17 Commonwealth Edison a, £2 Washington Water Pwr. 1 
Sangamo Electric . Bethlehem Steel ce | Commonwealth Nat. Gas —..... 3 West Penn Elect. 4 
Scott Paper _ 12 Buckeye Pipeline 1 Conn. Lt. & Pwr. : = Wisconsin Elect. Pwr. 9 
Sherwin Williams 19 Cerro De Passo —_.:....... 1 Consol. Edison 23 Wisconsin Pub. Serv. 3 
Singer Mfg. 1 Chicago Corp. 1 Consol. Nat. Gas 19 
A. O. Smith 1 Cities Service 3 Consumers Power TRANSPORTATION 
Spencer Chem. 1 Climax Molybdenum 3 Dayton Pwr. & Lt. 13 
Sperry Rand ae Continental Oil 33 Delaware Pwr. & Lt. 9 American Airlines ee 
Sprague Elec. 1 Filtrol Corp. : 1 Detroit Edison 5 Atch. Top. & Santa Fe 24 
Square D 7 Freeport Sulphur s % Duke Power =e Brooklyn Queens Transit 1 
Stanley -Works 1 Gulf Oil - a Duquesne Light 24 Chesapeake & Ohio 13 
Sunbeam 1 Haliburton Oil Well Cem. 7 El Paso Nat. Gas - 6 Denver & Rio Grande West. - 1 
Sutherland Paper 1 Honolulu Oil 5 1 Equitable Gas 6 Gen. Amer. Trans. - . 20 
Sylvania Elec. Prod. 3 Hudson Bay Min. & Smelt. 1 Florida Power 7 5 Great Northern ‘4 
Tecumseh Prod. ee 1 Humble Oil & Ref. 1 Tena Pee. &. 4... 4 Kansas City South. 2 
Texas Gulf Sulphur _ 20 Inland Steel 21 Ca. Tek Cee 14 Louisville & Nashville .. 4 
Thompson Prod. 9 Int. Minerals & Chem. 3 Gea: Ta. B:. ¥. 4 N. Y. Chic. & St. Louis - 1 
Timken Roller Bearing 1 Int. Nickel 8 Gulf Interstate Gas - as Norfolk & Western 8 
Torrington 1 Int. Silver _ 3 1 Gulf States Utilities 16 Northern Pacific 1 
Trane 3 Island Creek Coal | : 2 Houston Ltg. & Pwr. ._ 18 ‘ Pennsylvania 1 
Union Bag-Camp Paper 13 Kaiser Alum. & Chem. « Idaho Pwr. oo Richmond, Fredericksburg & P. 1 
Union Carbide & Carbon &5 Kennecott Copper - . 54 Illinois Pwr. — = a ae Seaboard Airline Rwy. 5 
Union Tank Car 2 Lone Star Gas BE alae 9 Indianapolis Pwr. & Lt. _..... 7 Southern Pacific 5 
United Aircraft 6 La. Land & Explor. 3 Int. Utilities 1 Southern 7 
United Carbon 2 Minn. Mining & Mfg. 11 Interstate Pwr. abil Ae Union Pacific 23 
United Eng. & Foundry _......_ 1 Miss. River Fuel ~ - Iowa Illinois Gas & Elect. ee United Air Lines ; 1 
United Merchants & Mfrs. _.. 4 Motorola 1 Iowa Pwr. & Lt. _ icc sapincak,,) ae United N. J. R.R. & Canal - 1 
United Shoe Mach. 5 Nat. Lead . 45 Kansas City Pwr. & Lt. _......... 9 Virginian Rwy. Se ae 
First NEw YorK MAIN BANK MOVE the cooperation of the New York City $71%4 MILLION STOCKS IN WOODWARD 
in QUARTER CENTURY Police Department. Individual boxes car- ESTATE 
5 rying the securities were insured for Federal and State estates taxes are 
Over the pre-Christmas weekend, the : 
uit $50,000,000 per armored car. taking $6,088,200 of the $10,186,299 net 
Empire Trust Company, New York, used : onye 
The move involved not only the trans- estate of William Woodward, Jr., finan- 
guards and armored cars to transport , aed ; 
; - Z portation of securities but also the fur- cier and owner of the thoroughbred 
$1,250,000,000 of securities from their ; : i”: 
niture, files, typewriters, and the IBM Nashua sold for a million and a quarter 
old headquarters at 120 Broadway to the : : , : 
‘ machines (which had to have their by the executors, The Hanover Bank and 
hew one at 20 Broad Street. ‘ Wie : 
crankeases drained, be up-ended and the decedent’s confidential secretary. 
The move, the first transfer of the man-handled into elevators, down to the The recently filed inventory shows 
headquarters of a major bank for over waiting trucks). It was roughly equiva- $1,327,313 in bonds, $7,572,030 in stocks, 
25 years, involved the facilities of the lent to the movement of four battalions $164,027 in cash, and $2,506,756 for the 
United States Trucking Corporation and of artillery — in pieces and by elevator. racing stable. 
TES — January 1957 61 








WATER 


(Continued from page 10) 


ment is subject to regulation, pays full 
local, state and federal taxes and pro- 
vides for a six per cent return on invest- 
ments. As for irrigation, “over three- 
quarters of the irrigation in the West 
and all of the irrigation in the East has 
been provided by private enterprise.” 


How Can Supplies be Increased? 


As to the ever-mounting requirements 
for water, the Hoover Commission re- 
port of June 1955 states that “. . . our 
industrial needs (including cooling wa- 
ter) will rise in the next 25 years by 
an estimated 138,000,000,000 gallons 
per day; and the domestic consumption 
will rise in the same period by another 
7,000,000,000 gallons per day — equal 
to the additional supply of 145 New 
York cities requiring the flow of 11 
Colorado rivers.” 


What can be done to increase supplies 
of water for personal use, for industry 
and for agriculture? The obvious diffi- 
culty with rainfall is that it doesn’t al- 
ways fall when and where it would be 
most useful. Many plans and schemes 
have been proposed, such as rainmaking, 
sea-water conversion and re-use. 


Can man make rain? The President’s 
Advisory Committee on Weather Con- 
trol concludes that while rain cannot 
be “made,” rainfall can be increased un- 
der suitable circumstances by seeding 
clouds with silver iodide or dry ice. 
The present law requires cloud seeders 
to make monthly reports of their opera- 
tions. A study of these reports shows 
the commercial technique of releasing 
into the atmosphere. Silver iodide smoke 
from ground generators produces re- 
sults that can be very important to the 
water economy of the nation. 


In the Pacific Coast states six cloud 
seeding operations produced increases 
in precipitation of from 9% to 17%. 
But most of the operations are conducted 
on storms that would produce rain any- 
way, in an attempt to get more pre- 
cipitation out of them. To trigger a 
storm situation with a chemical agent, 
moisture and temperature as well as 
other meteorological factors must be just 
right if good results are to be obtained. 


Salt to Fresh Water 


The separation of water and salt from 
sea is a major undertaking. If 1650 gal- 
lons a day per person used in the United 
States were made available by separating 
salt from sea water, the salt would 
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amount to 400 pounds per day or 88 
tons per year. On the basis of household 
consumption alone, this would be 8 tons 
of salt per year per person. It requires 
an efficient process to separate 8 tons of 
salt from 240 tons of water. Putting the 
problem in another way — to provide a 
supply adequate for the City of Los An- 
geles would result in enough salt separa- 
tion per year to cover the city with a one 
inch layer of dry salt. 


The problem of separation is also 
complicated by dissolved solids other 
than salt. On the other hand, an efficient 
method of reclaiming the more valuable 
of these minerals would make even ex- 
pensive apparatus feasible and might 
be profitable. The analysis of sea 
water given by Lange shows this varied 
composition: 


Concentration 
in Parts per 











Element Million 
LS ee es 18,980 
I a eal 10,561 
DrAgmenmm — 1,272 
IS eae arene een 884 
Calcium ____. Vokes eee 400 

lee SS, | 380 
Bromine ...._. 65 
ee eee 28 
Parenti 13 
Boron 4.6 
Silicon 0.02-4.0 
Prorine, 1.4 
Nitrogen (comb.) —..... 0.01-0.7 
Alunpnnm 0.5 
Pun 0.2 
Lo ees 0.1 
Frhespnerus 0.001-0.10 
Barium 0.05 
RNIN 62832. Dot ee er Fe. 0.05 
ROMIO 0.01-0.02 
oO eae er ere 0.002-0.02 
Bran@anese: 78 0.001-0.01 
Cepper ...... . . ODOTOO 
1 ES ep eee eae 0.005 
Sere 0.004 
oS 0.004 
Cesium 0.002 
Wie 0.0015 
Molybdenum __.....- 0.0005 
WeOriwm 0.0005 
Cerium een ee 0.0004 
VL a a ee eee 0.0003 
Wengarm. 0.0003 
|; 0.0003 
prea 0.0003 
OS 0.001 
(ee eee 0.00004 
20S ee 0.00003 
Tee Reena 0.000006 
(SS ae an ee 0.2 -3x10-10 
Cadmium 

OO —— ce! Identified as 
Cobalt present 
Tin 


Industry is presently removing bro- 
mine, iodine and magnesium in com- 
mercial, quantities from brines and sea 
water. It is not beyond the imagination 
of chemists and chemical engineers that 





salt and the other trace elements can 
eventually be separated from ocean 
water. The trace elements could be re- 
turned to fertilize the soil from whence 
they came, the excess salt returned to the 
sea and the water conditioned for public 
use. 


The various processes proposed by 
many researchers for desalting sea water 
follow: (The first two are already in 
commercial use. ) 


1. Multieffect Distillation (at Aruba) 


2. Vapor Compression Distillation 


(U. S. Navy) 
3. Solar Distillation 


4. Freezing for separating salt from 
water. 


5. Solvent extraction 


6. Osmosis using membrane perme- 
able to water and impermeable to 
salt and ions 


~] 


. Ion Exchange by using cation and 
anion exchange resins 


8. Electrodialysis 


Reuse of Industrial Water 


Waste water from industrial plants 
can be processed in a treating plant prior 
to reuse; it can be conditioned to over- 
come any disadvantage of successive use. 
The Fontana plant of Kaiser Steel pro- 
vides an instructive example of intensive 
reuse of water. A recovery system per- 
mits manufacture of steel with 1400 
gallons per ton compared with a normal 


65,000 gallons. Use by Bethlehem Steel 


World’s “Longest Main Street”: 80-mile long 

Bayou La Fourche in Louisiana, linking 

Cities Service Co. installations to Gulf of 
Mexico. 
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A Navy ship entering the Golden Gate. 


of 50 million gallons per day of treated 
sewage is a well established reclamation 
measure. 


Cooling water can be conserved by 
using closed heat exchangers instead of 
barometric condensers, for although 
closed condensers require a greater flow 
of water, it is not contaminated and can 
be reused. Cooling towers for reuse of 
water are now becoming the rule, par- 
ticularly in those areas having a mar- 
ginal supply of water. The water in 
these cases is reused until the dissolved 
solids reach the saturation point. Chlori- 
nation, pH control and other treatments 
are used to control fungus, slimes and 
algae growth in the water. Much can be 
done by all kinds of industry in the 
United States with water reuse equip- 
ment. 


These methods, together with costs, 
will be the subject of the succeeding arti- 
cle, in February issue. 


A A A 


Bank Sets Up College Aid 
Program 


The First National City Bank of New 
York has begun a program of financial 
aid to privately controlled colleges, uni- 
versities and technical schools. The Bank 
will set aside an amount each year, based 
on earnings, from which annual grants 
may be made to four-year institutions 
which award degrees. It is expected that 
$150,000 will be disbursed to 112 insti- 
tutions in 1957. 


The plan provides that privately con- 
trolled colleges of origin of employees 
who have been with the Bank for five 
or more years, or of any officer, are eli- 
gible to receive grants. The only stipu- 
lation is that the individual be a grad- 
uate of the institution and that he — or 
she — is in the active service of the 
Bank. Allocations during 1957 will be 
based on 505 graduates of eligible col- 
leges now in the Bank’s employ, an aver- 
age of $300 for each person. Grants 
will continue each year during the gradu- 
ate’s active service in the organization. 
They may be used in any manner the re- 
cipient institution sees fit. 
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Taxation of Optional Capital Gains Distributions to 
Individual Shareholders by Investment Companies 


Balance 
check on 
Taken in Taken in distributions 
State cash stock taken in stock 
Taxed as Taxed as Taxed as 
Ala. __income income income 
Ariz. _...income income income 
Ark, ___ income income income 
Calf, __ income income income 
Colo. ___. gain gain gain 
Conn. ._ — — — 
Del, _______. income —* income 
D. C. ___... income income income 
| oe — — — 
Ga. ___ income income income 
Idaho __..income income income 
my. — — — 
Ind. _.... income income income 
Iowa gain gain gain 
Kan. ___.. gain —* gain 
RY; ....... gain gain gain 
La. ._____... income income income 
Maine — ae — 
Md. - income income income 
Mass.¢ _. income incomey income; 
Mich. income** — income** 
Minn. gain gain gain 
Miss. __income income income 
Mo. _..... gain —* gain 


—Blank indicates distribution is not taxed. 

*Cost basis of shares previously held must be ad- 
justed. 

**Michigan has an intangibles tax, and capital 
gains distributions received in cash form part 
of the income base. 


Balance 
fA check on 
Taken in Taken in distributions 
cash stock taken in stock 
State Taxed as Taxed as Taxed as 
Mont. __ gain gain gain 
Neb. _...... — — — 
Nev. _. — — — 
ie: a — — 
a io —_— — — 
| a income income income 
N. Y. __...income income income 
N. C. _ income income income 
N. D. __..income income income 
Ohio _— — — 
Okla income income income 
Ore, _....income income income 
Pean. — — — 
m, 4;.. — — — 
S. C. _....income income income 
SS bo. — — — 
Tenn _income income income 
Tex. ; — a — 
Utah __income income income 
., a —- —_— 
Va. __... Income —* income 
Wash... — —_ — 
W. Va. — — — 
Wis. _ income income income 
Wyo. — — —_ 


tNew regulations contemplated in 1957. 

+Where stockholder receives stock if he fails to 
make an election, stock received is not taxable 
and balance check is taxable as gain. 

Source: National Association of Investment Com- 
panies. 
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This is under no circumstances to be construed as an offering of these securities for sale, or as an offer to buy, or 
a5 a Solicitation of an offer to buy, any of such securities. The offer is made only by means of the Prospectus. 
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Common Stock 
($10 par value) 
Rights, evidenced by Subscription Warrants, to subscribe for these shares 
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Rights expire January 24, 1957, as more fully set forth in the Prospectus. 


Subscription Price $56 per Share 


Smith, Barney & Co. 
Kuhn, Loeb & Co. 








During and after the subscription period the several Underwriters may offer 
shares of Common Stock, all as more fully set forth in the Prospectus. 


Copies of the Prospectus may be obtained from the undersigned only in those States in which the under- 
signed may legally offer these securities in compliance with the securities laws of the respective States. 


W. E. Hutton & Co. 
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PENSION and PROFIT SHARING DIGEST 


HILARY L. SEAL 


Morss, Seal & Bret; Lecturer in Statistics, Yale University 


CAN A PROFIT-SHARING TRUST BE A SUCCESSFUL PENSION PLAN? 


HE ABILITY OF PROFIT-SHARING TO 
{ ¢oteon production, efficiency and 
employee relations is too well-known to 
need emphasis. However, analysis has 
revealed that the incentive value of pro- 
fit-sharing is, perhaps obviously, corre- 
lated with the degree of “cashability” of 
the company’s profit allocations. If an 
employee can obtain his share of the 
profits in cash or in the form of a vested 
interest in cash to his share of a trust 
fund, his willingness to reduce waste or 
to increase production is measurably 
better than if his share of the profits 
is deferred until death, permanent disa- 
bility or old-age, and is then only pay- 
able in instalments. 


Nonetheless many employers are to- 
day using deferred profit-sharing trusts 
as a medium for the provision of disa- 
bility and old-age pensions for their 
employees. In fact during 1956 about 
40% of the pension plans and profit- 
sharing trusts qualified with the Inter- 
nal Revenue were of the “deferred dis- 
tribution of profits” type. Although it 
is impossible to say what proportion of 
these profit-sharing trusts were devised 
as incentive plans with early vesting 
rights in cash, it is suspected that the 
vast majority were intended by their 
sponsors as pension plans. 


We believe that the chief reason for 
the recent increased popularity of pro- 
fit-sharing trusts in comparison with the 
traditional pension plan is the thought 
that a profit-sharing plan does not en- 
danger the company’s finances in years 
of poor profits as a pension plan does. 
Those who think this way usually be- 
lieve that a profit-sharing trust can be 
written in such a way that the pension 
and other benefits it provides are essen- 
tially similar to those of a pension plan. 
In our opinion both these arguments are 
true only in a very limited sense. 


Flexibility of Financng 
It can be agreed at the outset that a 


company’s contribution under a profit- 
sharing plan is extremely flexible. The 
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recently issued Regulations confirm that 
the Tax Code permits a company to 
establish such a plan without specifying 
a formula to determine the profit alloca- 
tion to the plan in any year. Further- 
more, if the company has fixed its allo- 
cation to the trust as a given percentage 
of each year’s profits (after deducting, 
say, enough to pay a 5% dividend to its 
stockholders) it may still cancel its con- 
tribution even in a prosperous year with- 
out formal amendment of the plan—but 
the existing participants are then fully 
vested in their shares of the trust fund. 
Or it may contribute its maximum tax- 
deductible amount of 15% of covered 
payroll even though this exceeds the 
allocation due under the plan’s formula. 
It must, however, notify the plan partici- 
pants if it deviates from the allocation 
formula specified in the plan and it must 
always be sure that the distribution of 
any year’s allocation does not result in 
discrimination in favor of the more 
highly-paid employees. 

But let us remember that a run of no- 
contribution years, while convenient to 
the company, may be disastrous for the 
employee nearing retirement. Since the 
whole trust fund stands allocated and 
fully vested among the individual em- 
ployees, the company cannot anticipate 
years of future profits by dipping into 
the fund to increase the share of an in- 
dividual employee who reaches retire- 
ment with a meager pension. 


The contributions to a pension plan 
are, in their own way, almost as flexible. 
Let us consider, first, the maximum tax- 
deductible contribution available to the 
company. A good-average pension plan 
which would provide pensions of about 
50% of final pay (with ‘primary’ social 
security included in the pension) might 
cost a company 5% of its payroll (“for- 
ever’). However, if the company had 
been in business for about 20 years 
prior to establishing its pension plan 
there would be a “missing fund” equal 
to the accumulations of the five-per cents 
of payroll that should have been paid 


throughout the company’s history. This 
“missing fund” might have grown to 
about 100% of a year’s payroll in the 
case envisaged. 


The Revenue Code states that in the 
circumstances described a company may 
pay up to 15% (i.e., 5% plus one-tenth 
of 100%) of its payroll as a tax-deduct- 
ible contribution in any year in which 
this does not cause the trust fund to 
exceed the accumulation of the five-per 
cents of payroll that should be available 
by that point of time. In other words, 
contrary to a widely-expressed opinion, 
the maximum tax deduction under an 
average pension plan would substanti- 
ally exceed that under a profit-sharing 
plan under which participation is ac- 
quired only after 3 to 5 years of service 
with the company.'  ~ 


But what about the minimum contri- 
bution payable under a pension plan? 
Let us remember, first, that a pension 
plan is a commitment by the company 
to pay pensions as they fall due. There 
is absolutely nothing in the Code to 
prevent a company from contributing to 
its pension plan a fixed proportion of 
its profits — so that if there are no 
profits then there is no contribution. 
But if the profits are too low, or the 
pensions too high, the fund will obvi- 
ously “run out” and the plan will have 
failed—without a tax penalty. Is this 
very different from the profit-sharing 
plan under which no one has any credit 
in his account because of a run of no- 
contribution years? 


However, there is one distinction to 
be made. A pension fund is not alloca- 
ted among the individual participants 
and benefits are paid out according to 
the “formula” on a “first come, first 
served” basis. There is thus a possibility 
that companies may intend their pension 
plan to be only for the benefit of certain 
older, highly-paid executives whose pen- 


1Note that the whole payroll of employees who 
may one day become eligible for pension is used as 
the yardstick in the pension plan whereas it is 
participation that fixes the profit-sharing maxi- 
mum. 
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COMPARISON OF BENEFITS UNDER PENSION AND PROFIT-SHARING TRUSTS 
BY ANNUAL CONTRIBUTION OF 5% OF COMPENSATION THROUGHOUT 
SERVICE OF MALE EMPLOYEE HIRED AT AGE 35 


SALARIED EMPLOYEE 


Iil-health or old-age 


Age at Death Severance retirement 
date of Profit- Profit- Profit- 
event sharing Pension sharing Pension sharing Pension 

specified trust T plan trust T plan trust plan 
40 27 68 .03 = 21 687 
45 ad .68 34 = Olt 687 
50 89 68 89 ~-- .04* .10* 
55 125 68 1:25 — 07* .14* 
60 1.66 68 1.66 15? Ai” i? 
65 ZAG 68 --- —- .16* .20* 

Hourty EMPLOYEE 

40 67 1.81 07 a= 677 1.81+ 
15 1.26 1.81 35 — 1.267 1.817 
50 1.76 1.8] 1.76 -— .09* wa 
55 2.26 1.8] 2.26 — i3* ae” 
60 2.85 1.81 2.85 .39* .18* 45* 
65 3.60 1.8] -- = “a o4* 
70 1.54. 1.81 — — 41* .63* 


+These figures are lump-sum benefits expressed as multiples of the employee’s compensation at the 
time the event occurs. They could, of course, be paid in a fixed number of installments or their payment 


could be deferred until age 65, say. 


*These amounts are the immediate annual pensions (payable in monthly installments) 


for life ex- 


pressed as multiples of the employee’s compensation at retirement. Since a profit-sharing trust cannot 
pay pensions for life the amounts quoted have been calculated by applying the cash available in the trust 
to purchase straight life annuities at standard insurance company rates. Note that under the pension 
plan the employee is guaranteed a minimum aggregate pension of .68 (salaried) or 1.81 (hourly) times 
his final salary even though he may die shortly after retirement. 





sions will quickly exhaust the fund. To 
prevent this type of discrimination and 
to ensure that the pension plan is bona 
fide the Treasury has ruled that the 
must be notified if the 
“missing fund” at any time during the 
existence of the plan exceeds its initial 
figure. The Commissioner will then re- 
determine the plan’s qualification on the 
basis of its history and prospects. 


Commissioner 


We have seen that to keep a_ profit- 
sharing plan above suspicion it is neces- 
sary to use a pre-determined formula 
for allocation of the profits. To do the 
same with the pension plan mentioned 
above the company would have to have 
contributed a minimum of 8% (i.e., 5% 
plus 3° of 100) of payroll since the 
establishment of the plan. This would 
mean, for example, that after paying 
the maximum of 15% of payroll for 4 
years the company could then have 
skipped its contributions altogether for 
a further 314 years (since 4 times 15% 
= 60% and 71% times 8% = 60%). 

We may sum up these arguments as 
follows. uppose that the aggregate of 
benefits payable from a trust fund is to 
be the same in the long run whether 
the fund is derived from profit-sharing 
or pension contributions. Under these 
circumstances a company would find 
that its greater facility of suspending 
contributions for a number of years 
under the profit-sharing plan would 
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have counter-balancing disadvantages 
in the discrepant pensions paid to indi- 
viduals retired a few years apart. And 
it would find, too, that in exceptionally 
prosperous years its maximum tax-de- 
ductible contribution could be substan- 
tially less than under the equivalent 
pension plan. We wonder how many of 
the companies establishing profit-shar- 
ing trusts in 1956 were fully cognizant 
of these financial considerations. 


Comparson of Benefits Available 


Let us now turn to a comparison of 
the benefits available under a typical 
well-designed pension plan and_ those 
under profit-sharing trusts. 

A pension plan today provides for the 
payment of benefits on the occurrence 
of three contingencies: (1) retirement 
at age 65, (2) retirement after age 50 
due to chronic and permanent ill-health 
(“disability”), and (3) death in the 
service of the company. Pensions pro- 
portionate to length of service and to 
compensation just prior to retirement 
are granted in cases (1) and (2) and 
these are fixed with an eye on the social 
security pensions also available on the 
occurrence of those contingencies. On 
death in service the benefit may take 
the form of a lump-sum payment” or, 
alternatively, a pension of one-half the 


2Sometimes disability prior to age 50 is treated 
as if it were “death in service.” 


disability or old-age pension then due 
(or being paid) could be paid (or con- 
tinued) to the employee’s widow. Vest- 
ing of pension rights is often drastic- 
ally curtailed because they are costly 
and defeat the object of the pension 
plan which is to benefit employees forced 
out of the company’s service for reasons 
beyond their control. However, vesting 
is usually granted by age 60 and some- 
times by age 55. 

A typical benefit schedule of the type 
described is the accom- 
panying tables. In each case it is as- 
sumed that the company has decided to 
contribute 5% of payroll to a pension 
plan. However, in the first table only 
salaried males are involved whereas in 
the second table hourly-paid males are 
being considered. The results are differ- 
ent because different assumptions have 
to be made with regard to employee 
severance and to rate of salary or wage 


illustrated in 


increment. Since the salaried employee 
is less prone to change his employment 
and since his rate of pay tends to in- 
crease faster than that of the hourly- 
paid worker his pension benefits are 
correspondingly more expensive. 
Considering the first table, for ex- 
ample, we notice that the death benefit 
in service and the disability benefit prior 
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to age 50 are each equal to a little more 
than two-thirds of a year’s salary. This 
death benefit continues after retirement 
in the form of a “guaraniee” of a mini- 
mum aggregate pension of that amount. 
The pension itself works out at two- 
thirds of 1% of ‘final’ salary for each 
year of service rendered at the time of 
retirement (“early” — with company 
permission — after age 60, “disability” 
after age 50, or “old age” at age 65). 

Now for the profit-sharing plan. Al- 
though the company’s contribution to 
the plan is unlikely to be 5% of every 
employee’s pay every year we have 
shown the benefit schedule available in 
such a case. It is assumed that, in order 
to parallel a “true” pension plan as far 
as possible, the trustees purchase life 
annuities from an insurance company 
with the participant’s accumulated share 
once he has attained age 50 and retires 
because of disability or because of “old 
age” at age 65. On death in service the 
profit-sharing trust is required to pay 
the employee’s beneficiary in cash or 
instalments. On severance after 5 years 
the participant would have a 10% vest- 
ed interest in his accumulations, the bal- 
ance going to increase the shares of the 
other participants; after 15 years of 
service the vested right has increased 
to 100% of the participant’s profit- 
share. In our experience Treasury agents 
insist on a relatively steep progression 
in the vested rights percentages and the 
scale chosen here is fairly typical. 


What, then, may we conclude from 
these two sets of comparisons? Remem- 
bering that the aggregate benefits are 
identical® under the two types of plan— 
since the company contribution is as- 
sumed to be the same in each case—we 
notice that the profit-sharing plan pro- 
duces lower pension benefits because it 
provides much better death and sever- 
ance benefits. The amount of reduction 
in pension at age 65 is actually 20% for 
salaried males and 35% for hourly 
males. Observe that these are the reduc- 
tions for the average employee whose 
compensation has been increasing reg- 
ularly, but slowly, throughout his career. 
The reduction is substantially more for 
the executive whose salary increments 
are very large during the last 10-15 
years prior to retirement. This is be- 
cause the pension from the profit-shar- 
ing plan is based on the employee’s ca- 


8This is not strictly correct because the insur- 
ance companies’ annuity rates are more expensive 
than those used in the pension plan calculations. 
This is because the insurance company envisages 
“select” lives, a lower interest return than the 3% 
we have assumed, and allows for its expenses of 
administration. 
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reer earnings whereas that derived from 
the pension plan is computed on his 
“final” compensation prior to retire- 
ment. 


We note, too, that the benefit on 
death in service under the profit-sharing 
plan is unsatisfactory. The 40-year-old 
employee’s widow and young children 
receive less than one-fifth of the sum 
available to his 60-year-old colleague’s 
wife should she survive him. 


In other words, all the benefit changes 
inherent in the profit-sharing plan are 
for the worse so far as pension benefits 
are concerned. This makes the profit- 
sharing trust a dubious substitute for 
the well-designed pension plan. 


Seven Disadvantages 


We conclude this review of profit- 
sharing retirement plans with a list of 
seven of their disadvantages from the 
point of view of the pension planner. It 
must be emphasized that we do not 
question the value of these plans as in- 
centive plans or as a supplement to a 
properly designed pension plan. 


(1) Inflexibility of benefit schedule. 
The plan has to provide generous sever- 
ance benefits (100% vesting after 15 
years service) and very high death ben- 
efits in the 10 years or so prior to 
retirement. 


(2) Discrimination in favor of highly 
paid employees is more rigidly interpre- 
ted. If earnings are “split” at $4,200 a 
year the excess allocation on compen- 
sation above that level cannot, in any 
year, exceed 924% of that compensa- 
tion. This figure includes the allocations 
of “profits” due to forfeitures. If the 
employer already has a “split” formula 
pension plan no “split” is allowed in 
the profit-sharing plan for those em- 
ployees even though the pension formula 
on the excess compensation does not 
absorb the whole differential permitted. 


(3) It is next to impossible to give 
effective credit for “past service.” The 
Treasury has described the test it makes 
to see whether “weighting” of alloca- 
tions for “past service” is discrimina- 
tory. The average individual share per 
$1 of compensation is determined for 
each $1,000 compensation range (e.g. 
$1,500 - $2,500, $2,500 - $3,500, ete.). 
If this series increases at any point, the 
formula discriminates. However, the 
Treasury will usually go along with a 
formula that allocates the profits on the 
basis of one unit for each $100 of annual 
compensation plus one unit for each 
completed year of service. 


(4) The employee cannot count on 
any particular level of pension. He is. 
in fact, in the dark on three counts: 
(1) How much the company will credii 
to his account each year, (2) how much 
will be added because of forfeitures due 
to severances, and (3) how much will 
be credited because of interest earnings 
and investment profits (or losses). 


(5) The employee promoted late in 
life gets a bad break. Suppose an em- 
ployee earned $10,000 a year between 
ages 35 and 50 and $20,000 from then 
until age 65. Suppose the company’s 
average contribution is about 5% of 
pay and the average rate of accumula- 
tion of the employees’ shares is 4%. At 
65 the employee will have to his credit 
$18,031 from his first 15 years with the 
company and $20,024 from his service 
at the doubled salary. His pension is 
thus little more than one-third in excess 
of what he would have received if his 
salary had continued at $10,000 a year 
until retirement. 


(6) Pensions for life must be pur- 
chased from a life insurance company 
at prevailing rates. 


(7) The employee’s account at retire- 
ment date may have to be liquidated in 
an unfavorable market. Each employee's 
account must be credited each year with 
the investment “profits” or “losses” de- 
termined by the market prices ruling at 
the year end. Even a small ‘dip’ in the 
market could easily reduce an employ- 
ee’s account by 10°: a ‘slump’—which 
mav hardly affect the actual dollar earn- 
ings of the trust—might reduce it by 
30°> or more. 


The employee is made to run four 
risks under a profit-sharing trust: (1) 
the company may have a_ temporary 
run of “bad luck” (for reasons beyond 
his control) during his years with it, 
(2) he may be promoted late in life 
without a corresponding increase in 
pension. (3) insurance companies may 
be charging heavily for immediate an- 
nuities at the time he retires, and (4) 
the market may be “down” at the end 
of the (plan) year preceding his retire- 
ment. 


A A A 


Another Pooled Pension Fund 


The Marine Trust Co. of Western 
New York, Buffalo, last month an- 
nounced establishment of a collective 
fund for employee benefit trusts, the 
first in the area. The plan will have an 
original unit value of $100. 
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Students at Fort Worth National Bank’s Trust School are addressed by Mr. Hubbard 


A Trust DEPARTMENT SCHOOL 


Bank Develops Trust Personnel from Own Staff 


JOHN BARRY HUBBARD 


Trust Officer, The Fort Worth National Bank, Fort Worth, Texas 


HORT OF QUALIFIED PERSONNEL? 

Your Trust Department probably 
is, if it is growing as fast as most depart- 
ments. Because this is a continuing 
problem at our bank, we decided to do 
something about it. 


First step in the analysis was to ask, 
“Where does a bank get qualified per- 
sonnel?” The answer is, of course, that 
there are three sources to draw from: 


1. From other banks (a most unde- 
sirable source) . 


2. From outside banking industry. 
3. Grow your own. 


We believe that where possible it is 
better to “grow your own”; because 
such personnel already have some back- 
ground in our own institution, and be- 
cause of the intangible but highly im- 
portant factor of the morale of present 
employees. No employee likes to see 
an outsider brought in above him. 


Realizing that education is an essen- 
tial step in growing our own trust of- 
ficers, Floyd O. Shelton, vice 
president and senior trust offi- 
cer, decided to begin an edu- 
cational program, with a Trust 
Department School. Working 
with other officers of the de- 
partment, Mr. Shelton pre- 
pared a list of topics to be 
covered. These topics, with* 
two hours allotted to classroom 
work on each, except the first 
two which had one hour each, 
were as follows: 


Introduction: 
1. Purpose of School 


January 1957 


2. History of Trust Department 
3. Bird’s eye view of responsibili- 
ties in Department 

Regulation “F” 

Texas Trust Act 

Property and Property Rights 

Texas Probate Code 

Federal Income Tax 

Federal Gift Tax 

Federal Estate Tax 

Texas Inheritance Tax 

Federal Tax Division of Trust Depart- 
ment 

Accounting Division 

Investment Division 

Corporate Trust Division 

Real Estate and Mortgage Loan 
Division 

Oil Interests and Bank’s 
Department 

Administration of Estates 

Personal Trusts 

Trust Business Development 


Petroleum 


Pedagogy 


Students were seventeen young men 
who had been in the Trust Department 
from two months to five years. One of 
the problems, therefore, was the level 
at which the subject matter would be 





Students lampoon trust department officers at closing banquet. 


presented. We decided to try to split the 
difference; that is, to present the course 
a little above the level of the newcomers, 
and a little below the level of those with 
more experience. 


As texts, we used the AIB book “Trust 
Department Services” (formerly “Trusts 
I”), copies of the Texas Trust Act, Regu- 
lation “F,” the new Texas Probate Code, 
and miscellaneous pamphlets and ma- 
terials. Some of the material ordinarily 
presented in the AIB courses on trusts 
was covered in our course, but we made 
it clear to our students that ours was 
not a_ substitute for these courses. 


“Trusts I and II” are being presented 
by Fort Worth’s AIB chapter this fall. 


The instructors were all officers of 
our Trust Department, with the only ex- 
ception of John Richards, petroleum en- 
gineer of our bank, who spoke on “Oil 
Interests and the Bank’s Petroleum De- 
partment.” Because a large percentage 
of our trusts contain oil interests of 
various types, this topic was one of the 

key discussions of the course. 


Classes were scheduled from 
4 to 6:15 P.M.—with a quar- 
ter-hour break—on Mondays 
and Tuesdays for a period of 
8 weeks. Each class period 
consisted of a lecture and a 
discussion period. Students 
were encouraged to interrupt 
the lecturer at any point, and 
we found that the interrup- 
tions and ensuing discussions 
added much to the general 
interest. 


We gave no examination, 





67 








but required the studen‘s to do outside 
reading, to keep a notebook, and to 
hand in written assignments prepared 
between classes. These assignments in- 
cluded, among other things, the prepara- 
tion of simple income, gift, estate, and 
inheriiance tax returns. 


A Good Beginning 


After the course was completed, the 
bank gave a dinner party for the stu- 
dents and instructors at one of the local 
hotels. The students themselves put on 
several skits with regard to the course 
and the Trust Department in general. 
Every student was furnished a question- 
naire and was requested to give his 
frank comments concerning the course. 
Typical comments are as follows: 


“Every subject is great enough to 
rate more extensive coverage.” 
“Sincerely feel that school should 
have been for a longer period.” 


“ 


... I favor smaller group study 
of a more intense degree. That is to 
say, I like the round table approach 
with more emphasis on individual at- 
tention and study .. .” 

“. .. Too few practical or actual 
experiences were presented to gener- 
ate better interest. I should like to 
see a continuance of the school at 
least one hour per week with the 
school to be a permanent addition to 
the department .. .” 


“. .. This should be followed with 
one hour sessions, either weekly or 
semi-weekly, such sessions to be dis- 
cussions of problems of trusts and es- 
tates currently in administration.” 


We concluded that the Trust School 
was well worth while and a good be- 
ginning for additional instruction. 
Recognizing that we were able only to 
scratch the surface of each topic, we 
still feel the basic information stimu- 
lated interest in the individual topics, 
and in trust business as a whole. From 
the comments of the students we believe 
the majority of them feel the need for 
further instruction, which we plan to 
provide in the future. 


We recommend a trust school to those 
banks which prefer to “grow their own” 
qualifi-d trust personnel. 


A A A 


@ Housewives as part-time workers have 
solved a personnel problem at First Wis- 
consin National Bank of Milwaukee. 
They are willing and hard _ workers. 
Three shifts were set up, the latest from 
5 to 9, and the women were given their 
choice. Later two night shifts were added, 
each three nights a week from 10 P.M. 
to 6:30 A.M. Now, of 950 people in the 
proof, mail, analysis, and bookkeeping de- 
partment 850 are housewives on a part- 
time basis. 
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Address correspondence to Trusts 
and Estates, 50 E. 42nd St., New 
York 17, attention Employment Ex- 
change, with code number. 


Experienced investment analyst sought 
by California trust department. See ad 
H-71-1 

Miami bank wants young man to han- 
dle trust development. See ad H-71-2 


Attorney with two years general prac- 
tice desires responsible position in trust 
department. 71-3 


Trust department in San Antonio seeks 
assistant trust officer. See ad H65-3 


Florida trust department seeks man to 
take charge of trust operations with some 
administrative duties. See ad H-612-1 


Attorney, 26, upper third leading mid- 
west law school, with year and half ex- 
perience as assistant trust officer in all 
phases of $17 million department, de- 
sires greater opportunity and remunera- 
tion as career trustman. 612-2 


& &@ A 


Trust Mergers & 
New Trust Powers 
Hartford & Windsor, Conn. — THE 
WINDSOR TRUST Co. opened on December 
17 as the local office of HARTFORD Na- 
TIONAL BANK & TRusT Co. with former 
Windsor Trust president Earl E. Ed- 
wards as vice president and trust officer 
in charge. 


Havre de Grace, Md. — First Na- 
TIONAL BANK and HAvRE DE GRACE 
BANKING & TRUST Co. merged effective 
November 30, under the title First Na- 
TIONAL BANK & TRUST Co. 


Boston, Mass. — Merger of MkEr- 
CHANTS NATIONAL BANK and Day TRUST 
Co. became effective under the charter 
and name of MERCHANTS NATIONAL 
BANK, resulting in an institution with 
assets of over $200 million. Richard P. 
Chapman, president of Merchants, elected 
president of the reorganized bank, and 
Wilson D. Clark, Jr., president and sen- 
ior trust officer of Day Trust, named 
senior vice president. All former officers 
of Day Trust elected officers of Mer- 
chants. 


Quincy, Mass. — GRANITE NATIONAL 
BANK has been granted trust powers un- 
der the Federal Reserve Act. 


Bound Brook & Somerville, N. J. — 
First NATIONAL BANK, Bound Brook, 
and SECOND NATIONAL BANK of Somer- 
ville merged under the title of First 
NATIONAL BANK OF SOMERSET COUNTY, 
Bound Brook. 


INVESTMENT ANALYST 


Trust Department of California branch 
bank is seeking an experienced invest- 
ment analyst, with training in industry 
and company analysis and supervision of 
Trust portfolios. Excellent opportunity 
for advancement. Please send a complete 
resume with photo to Box H-71-1, Trusts 
and Estates, 50 East 42nd St., New York 
17. All replies confidential. 








MIAMI FLORIDA BANK 


Has excellent opportunity for a young 
man to take full charge of Trust Develop- 
ment activities. Will send qualified man 
through Kennedy Sinclaire promotion 
course (two weeks) in New York City, at 
our expense. Experience needed in Estate 
Planning and Federal Taxes, also knowl- 
edge of Law. Please state intention of a 
permanent career with a progressive bank 
and salary requirements. 


Box H-71-2, Trusts and Estates 
50 East 42nd St., New York 17 








WOULD YOU BE 
INTERESTED 


in position in expanding Trust Department 
in one of southeastern Florida’s finest 
cities, in charge of operations with some 
administrative duties? Exceptional future 
prospects. Two will be selected. Replies 
in confidence. 


Box H-612-1, Trusts and Estates 
50 East 42nd St., New York 17 








OPPORTUNITY 
FOR TRUST OFFICER 


Trust Institution in San Antonio, Texas, 
seeking qualified Assistant Trust Officer 
below age of 45. Position offers substan- 
tial opportunity for advancement. Full 
background information required. Salary 
open. Contact: 


Box H-65-3, Trusts and Estates 
50 East 42nd St., New York 17 











Hackensack & Rutherford, N. J. — 
RUTHERFORD TRUST Co. and PEOPLES 
TrusT Co. OF BERGEN CouUNTY, Hacken- 
sack, have received approval to merge 
under the charter and title of the latter. 


Riverhead, N. Y. — SUFFOLK COUNTY 
Trust Co., Riverhead, and STATE BANK 
OF SUFFOLK, Bay Shore, have merged 
under title of the latter. 


Charleston & Columbia, S. C. — First 
NATIONAL BANK OF SOUTH 


Charleston, consolidated under the title 
of the former. Ellison A. Williams, board 
chairman at Carolina Savings, continues 
as a member of the board of directors, 
vice president and chairman of the 
Charleston trust committee. Louis T. 
Parker is trust officer. 


Logan & Salt Lake City, Utah — 
WALKER BANK & TRusT Co., Salt Lake 


City, has absorbed CACHE VALLEY BANK- 4 


ING Co., Logan. 
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TRUST PERSONNEL CHANGES 


ARIZONA 
Phoenix Robert Lawren named asst. trust of- 
VALLEY ficer. 
NATIONAL BANK 
CALIFORNIA 


Beverly Hills 
BEVERLY HILLS 
NATIONAL BANK 


Donald B. Mullis and John J. Wynn 
appointed asst. trust officers; Frank 
E. Good, trust operations officer. 


& Trust Co. ‘ 

Los Angeles Robert S. Clarke, Lyston G. Jaco and 
CALIFORNIA Golden R. Larson elected vice presi- 
BANK dents in the trust department; W. H. 


Light and H. A. Shircliffe named trust 
officers; and Alfred Eckhardt asst. vice president. 





LysTON G. JACO, JR. 
Los Angeles 


RosT. S. CLARKE 
Los Angeles 


G. R. LARSON 
Los Angeles 


Oakland 
CROCKER-ANGLO 
NATIONAL BANK 
(San Francisco) 


A new trust department in Oakland 
was opened January 2, headed by 
Clair O. Harding, asst. trust officer. 
This office in East Bay will serve 
Alameda and Contra Costa counties. 
San Bernardino 
BANK OF AMERICA 
N.T.&S. A. 


Roy Stenborg appointed asst. trust 
officer in charge of trust new business 
activities for San Bernardino and 
Riverdale counties, and Albert F. 
Wincher, asst. trust officer in charge of San Bernardino 
trust district. 


San Diego Rear Admiral Charles J. Whiting, 
UNION TITLE & U. S. Navy retired, became associated 
TrRuST Co. with the estate planning division of 


the trust department. 


Glen K. Mowry, trust department 
operations supervisor, elected asst. 
trust officer; Robert K. Jaques, adver- 
tising manager, elected asst. cashier. 


San Francisco 
BANK OF 
CALIFORNIA N.A. 


San Francisco 
FIRST WESTERN 
3ANK & TRUST Co. 


Woodrow W. Denney promoted to 
trust officer and head of the San 
Francisco Main trust department of- 
fice. Vice president and senior trust 
officer David L. Anderson is in charge of all trust operations. 
Denney formerly was with the San Francisco Federal Reserve 
Bank, where he worked in both legal affairs and in bank 
trust department examination. 


COLORADO 
Denver Frank H. Wagner advanced to asst. 
FIRST vice president and asst. trust officer. 


NATIONAL BANK 


CONNECTICUT 
Greenwich Thomas A. Sullivan promoted to vice 
FIRST president and trust officer. Sullivan 


NATIONAL BANK holds an A.B. degree from Notre 


Dame. 


January 1957 





K. T. MAURITZEN 
Hartford 


W. W. DENNEY 
San Francisco 


E. J. LIEBEWEIN 
Hartford 


Greenwich Miss Emily A. O’Neill, head of the 
GREENWICH tax division, elected asst. trust officer. 
TRUST Co. (Correction of December item.) 

Hartford Two trust officers advanced to vice 


HARTFORD NATIONAL president and trust officer: Emil J. 
BANK & Trust Co. Liebewein and Kai T. Mauritzen. 
Liebewein is a past president of the 
Hartford A.I.B. in which he has been an instructor in trust 
work for the past five years. He started with Hartford Na- 
tional as a runner in the commercial department in 1922, 
transferred to the trust department in 1934. Mauritzen, a 
native of Denmark, joined a predecessor bank in 1931 as in- 
vestment advisor. 

Jacques R. Chabrier, who advanced to trust officer, was 
born in France where he obtained a law degree and studied 
finance. 

DISTRICT OF COLUMBIA 


Washington Wallace R. Rickman and Edward H. 
NATIONAL BANK Schwarz, Jr., became asst. trust of- 
OF WASHINGTON ficers. 

GEORGIA 

Brunswick I. M. Aiken, Jr., appointed asst. vice 
AMERICAN president and trust officer of the new- 
NATIONAL BANK ly organized trust department. 

Savannah Jacob H. Paulsen, II, promoted to asst. 


SAVANNAH BANK 
& Trust Co. 


trust officer. 


ILLINOIS 
Chicago Chester R. Davis has returned to his 
CHICAGO TITLE position as senior vice president and 
& Trust Co. director, following his resignation as 


Assistant Secretary of the Army for 
Financial Management — a post he held since March, 1955. 
At a ceremony at the Pentagon, he was presented with the 
Decoration for Exceptional Civilian Service by Secretary of 
the Army Wilber M. Brucker. President Eisenhower ex- 
pressed appreciation for Mr. Davis’ contribution “for insur- 
ing maximum benefit from the financial expenditures of the 
Army.” 





Secretary of the Army Wilber M. Brucker (left) presenting Ex- 
ceptional Civilian Service Award to Chester R. Davis, as Mr. 
Davis and Mrs. Brucker look on. 
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H,. M. MODERWELL 


LAURENCE R. COOPER 
Chicago Ch.cago 


RALPH D. POWELL 
Worcester 

Chicago Three advanced from trust officers to 
CONTINENTAL ILLI-_ second vice presidents: M. McAllister 
NOIS NATIONAL Clarke, Ray F. Myers, and Harold O. 
BANK & Trust Co. Schultz. Eugene C. Wilson elected as- 

sistant secretary. 

Chicago 
HARRIS TRUST & 
SAVINGS BANK 


Laurence R. Cooper and Horace M. 
Moderwell became asst. vice presi- 
dents. Cooper, with the bank since 
1924, is in the income tax division, 
while Moderwell since 1928 has been in the trust investmert 
division. 
Elmhurst 
ELMHURST 
NATIONAL BANK 


Charles A. Potter, Jr., attorney and 
former F.B.I. agent, appointed asst. 
trust officer and asst. secretary. 


INDIANA 


Laura W. Frederick named cashier 
and trust officer. 


Corydon 
OLD CAPITAL 
BANK & TRUST Co. 


Goshen Carlyle W. Pickering, formerly secre- 
SALEM BANK & tary and asst. trust officer, became 
TRUST Co. executive vice president. 

IOWA 

Waterloo R. E. Lauterbach advanced to cashier 
PEOPLES BANK and asst. trust officer. 

& Trust Co. 
MASSACHUSETTS 

Boston Richard H. Hayden promoted to trust 
NATIONAL officer. 


SHAWMUT BANK 


Boston Advanced to trust officers were: Alex- 
NEW ENGLAND ander G. Bell, Jr., Richard A. Cousins 
TRUST Co. and William J. Robinson. Martin 

Begien appointed asst. trust officer. 

Boston Gerald J. Hennessey, Conrad H. Hines 
OLD COLONY and Raymond A. McIntire named asst. 
TRUST Co. vice presidents; Waldo E. Dodge, 


George B. Gordon, Bartlett Harwood, 
Jr., and Edward B. Holman, trust officers; Edward H. Cronin 
made senior investment analyst; George A. Coles, Kenneth 
M. Ford, Joseph L. Healy, Susan W. Miller, asst. trust offi- 
cers; and Richard R. Wilton, trust representative. 


Paul F. Butler elevated to trust offi- 
cer; William C. Loring and Ruth H. 
Osgood to asst. trust officers. 


Boston 
SECOND BANK- 
STATE STREET 
TRUST Co. 





G. W. GLARNER 
Saint Paul 


Harry L. HOLTZ 
Saint Paul 


H. V. Linpsay, JR. 
Worcester 
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Springfield 
SPRINGFIELD 
NATIONAL BANK 


Walter E. Godfrey elected president 
and chairman of the executive com- 
mittee, upon the retirement January 
1 of Ernest J. Wheeler, president, and 
Wallace V. Camp, executive committee chairman. 


Worcester 
MECHANICS 
NATIONAL BANK 


Philip M. Purrington advanced to vice 
president and trust officer; Harry G. 
Bayliss to trust officer; and J. Howard 
Sherblom appointed manager of trust 
records. 


Worcester Ralph D. Powell promoted to vice 


WORCESTER COUNTY president, in charge of investments 
for the trust department. Herbert V. 
Lindsay, Jr., head of the tax and 
corporate transfer department, advanced to asst. vice presi- 
dent and trust officer; John W. Curtis elected asst. trust 
officer. 


TRusT Co. 





A. E. LAPOINTE J. DONALD ORTH 


F. W. HAUSMANN, JR. 


Detroit Detroit Detroit 
MICHIGAN 
Detroit Alexander E. LaPointe advanced to 


MANUFACTURERS 
NATIONAL BANK 


senior vice president in the trust de- 
partment; J. Donald Orth to vice 
president and trust officer; L. C. Put- 
nam to trust officer; and Sinclair Harcus to asst. trust of- 
ficer. 


Detroit Frank W. Hausmann, Jr., named vice 
NATIONAL BANK president and asst. trust officer; 
OF DETROIT Charles S. Ricker appointed asst. 

trust officer. 
MINNESOTA 
St. Paul Harry L. Holtz advanced from trust 


FIRST officer to vice president; Gaylord W. 
Trust Co. Glarner to investment officer; and 
Roland W. Hohman elected asst. trust 
officer. Holtz joined First Trust in 1944 as a trust administra- 
tor, and now heads the new business and public relations de- 
partments. Glarner is a graduate of U. of Minnesota School 
of Business Administration, and was investment counsel for 
the University before joining the staff. Hohman is a grad- 
uate of St. Paul College of Law. 


NEW JERSEY 


Jersey City August H. Lages advanced to asst. 
FIRST vice president and trust officer. A 
NATIONAL BANK graduate of the Graduate School of 

Banking at Rutgers U., where he 

majored in trusts, Lages joined the trust department as a 

messenger in 1935. 


Jersey City 
TRUST Co. OF 
NEW JERSEY 


Gerard F. Brill, vice president, suc- 
ceeds the late Arthur M. Mueller as 
head of the business development and 
public relations divisions. 


Maplewood W. Erskine Runcie promoted to trust 
MAPLEWOOD officer. 
BANK & Trust Co. 
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Newark 
FIDELITY UNION 
Trust Co. 


Randolph H. Beardsley, Stuart A. 
Clark, Joseph W. Gibson and Douglas 
C. Wright elevated to trust officers. 


Newark 
NATIONAL NEWARK 
& Essex BANKING 


Richard E. Harris moved up to trust 
officer; Leslie A. Wagner to asst. 
trust officer; S. Jervis Brinton shifted 


Co. to the trust department as asst. trust 
officer. 
NEW YORK 
Bronxville David T. Andrews advanced to trust 


First WESTCHESTER officer and remains in charge of estate 
NATIONAL BANK planning and trust development work. 


Buffalo E. Perry Spink, who started with the 
LIBERTY BANK institution in 1924, became president 
OF BUFFALO upon the resignation of E. F. Mc- 


Ginley. Spink is a former chairman 





WILLIAM A. WELLS 
New York 


WARREN E. EIERMAN 
New York 


E. PERRY SPINK 
Buffalo 


of Group I and a member of the council of administration 
of the New York State Bankers Association. 


New York William J. Beer promoted to trust of- 
BANK OF ficer; Leigh C. Rhett appointed asst. 
NEW YORK trust officer. 

New York George Champion elected president, 
CHASE David Rockefeller vice chairman of 


MANHATTAN BANK the board; and J. Stewart Baker con- 

tinues as chairman of the executive 

committee. 

New York 
CHEMICAL CORN 
EXCHANGE BANK 


John J. Gibbons elected executive vice 
president and continues to head the 
Fiduciary Division. Chairman of the 
Trust Investment Committee, the Ad- 
vertising Committee and the Staff Benefits Committee, Gib- 
bons began his career with Chemical in 1939. A graduate 
of the Graduate School of Banking at Rutgers U., he is a 
member of the Executive Committee of the Trust Division 
of New York State Bankers Association and chairman of 
the Committee on Employees’ Trusts of the American Bank- 
ers Association. 


New York Richard S. Perkins appointed chair- 
City BANK man of the board and chief executive 
FARMERS officer, and Eben W. Pyne elected 
TRuUsT Co. president. Howard C. Sheperd, who 


has served in the dual capacity of 
chairman of the First National City Bank and the affiliated 
Trust Company, will relinquish the chairmanship of the 
latter. Lindsay Bradford retired as vice-chairman of the 
board, after 30 years of service, half as president. Robert 
Livingston Strong (estate planning) and Samuel Lord, Jr. 
(corporate trust) appointed asst. trust officers. 


New York Harry W. Fowler, with the company 
FIDUCIARY since 1947, elected executive vice 
Trust Co. president. 

New York Howard C. Judd elected vice president 
GUARANTY in the personal trust department. 
Trust Co. Elected second vice presidents in the 


trust department were: Louis F. 
Geissler, Jr., Joseph F. Myles, F. Frith Pickslay, Jr. (Fifth 
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HARRY W. FOWLER 
New York 


R. S. PERKINS 
New York 


EBEN W. PYNE 
New York 


Avenue office), and Ellis A. Simmons. Wesley L. Baker named 
trust officer, and Paul G. Norris, asst. trust officer. 


New York Warren H. Eierman elected vice 
HANOVER president and William A. Wells ap- 
BANK 


pointed asst. vice president. Eierman 
heads the will review and estate analy- 
sis department; Wells is an investment officer in the per- 
sonal trust division. 


New York Homer W. Lynch named trust officer. 
MANUFACTURERS Prior to joining Manufacturers last 
Trust Co. January, he practiced law in New 


York City for 25 years, specializing 
in estates and trusts. He holds a law degree from U. of 
Virginia. 


New York Named assistant secretaries: Joseph 
MARINE MIDLAND Abitante (trust operations); John C. 
TRUST Co. Gault (corporate trust); and Francis 

N. Millett (personal trust). 

Rochester Wilmot R. Craig, head of the trust 
LINCOLN ROCHESTER department, promoted to executive 
Trust Co. 


vice president and senior trust officer; 
Thomas E. McFarland to vice presi- 
dent and trust officer. Craig started with the Company in 
1936, after graduating from Allegheny College. A graduate 
of Graduate School of Banking at Rutgers U., he is chairman 
of the Committee on Handling Businesses in Trust of the 
Trust Division, New York State Bankers Association, and 
the Common Trust Funds Committee of the A.B.A. Trust 
Division. McFarland, in charge of estate planning, gradu- 
ated from Boston College, Trust Development School at 
Northwestern U., and the Hanover Bank Trust School. Past 
president of the Junior Chamber of Commerce, he is chair- 
man of the Trust Development Committee of the New York 
State Bankers Association. 


Syracuse Albert B. Merrill elected chairman 
First Trust & of the board and W. Niver Wynkoop 
DEPOSIT Co. president. Mr. Merrill had been presi- 


dent since 1947. 
West Hempstead 
MEADOW BROOK 
NATIONAL BANK 


Kenneth T. Rogers appointed asst. 
trust officer. Previously trust ad- 
ministrator, Rogers is a member of 
the New York Bar. 


NORTH CAROLINA 


Rocky Mount George A. Hux, Clerk of Court for 
PLANTERS NATIONAL Halifax County, joined the staff as 
BANK & Trust Co. associate trust officer. Hux holds an 

A.B., and LL.B. from the U. of North 









WILMOT R. CRAIG 
Rochester 


JOHN L. GIBBONS 
New York 


TuHos. E. MCFARLAND 
Rochester 








R. W. KOHLHOFF 
Cincinnati 





E. W. BAINBRIDGE 
Philadelphia 


A. E. BRADSHAW 
Tulsa 


Carolina and has been town atorney and Mayor of Halifax. 
He has been in the Clerk’s Office since 1942. 


Cincinnati 
FirtH THIRD 
UNION TRUST Co. 


Cincinnati 
First NATL. BANK 


Toledo 
OHIO CITIZENS 
Trust Co. 


Tulsa 
NATIONAL BANK 
oF TULSA 


Tulsa 
FIRST 
NATIONAL BANK 


Carlisle 
CARLISLE DEPOSIT 


BANK & Trust Co. 


Philadelphia 
FIDELITY-PHILA- 


DELPHIA TRUST Co. 


OHIO 


G. Robert Schulze advanced to trust 
officer. 


Ralph W. Kohlhoff promoted to trust 
officer. A member of the staff since 
1940, Kohlhoff holds a B.S. and Com- 
merce degree from Xavier U., where 
he majored in accounting. 

Herbert O. Lilie, manager of the cor- 
porate trust division, and Alfred G. 
Wiegand, manager of trust operations, 
elected assistant secretaries. 


OKLAHOMA 


A. E. Bradshaw elevated from presi- 
dent to vice chairman of the board and 
chief executive officer; W. A. Brown- 
lee named president. 


Stanley Rush and Henry L. Troutt 
made asst. trust officers. 


PENNSYLVANIA 


Earl W. Killinger elected excutive vice 
president. Killinger joined the staff in 
1935 as trust officer, and last year 
was made a vice president. 

Edwin W. Bainbridge, with the trust 
department for over 30 years, elected 
a vice president. Philip W. Bowers, 
account analyst in the investment ad- 


visory division of the trust department, appointed asst. in- 


vestment officer. 

Philadelphia 
PHILADELPHIA 
NATIONAL BANK 

Philadelphia 
PROVIDENT 
Trust Co. 


David T. Steere named asst. trust 
officer. 


Norman E. Walz, former trust officer, 
became asst. vice president; Henry 
C. Farr and Thomas V. Zug named 
trust officers; Paul Francis Toolan, 








NORMAN E. WALZ TROY BEATTY, JR. EDWARD EDENS, JR. 
Philadelphia Memphis Houston 


law degree from the U. of Memphis Law School, is past 
president of the Fiduciary Section of Tennessee Bankers 
Association, and heads the trust faculty of the School of 
Banking of the South at Louisiana State U. 


TEXAS 


Houston 
BANK OF THE 
SOUTHWEST N.A. 


Edward Edens, Jr., promoted to vice 
president; Martin Mathis made asst. 
trust officer. Edens came to the trust 
department in 1946 from the Federal 
Reserve Bank of Chicago; he is a graduate of the U. of 
Texas with a Master’s Degree, and the Graduate School of 
Banking at Rutgers U. Mathis is a graduate of Texas A. and 
M. College. 


VERMONT 
Montpelier Mrs. Margaret Brock named asst. 
MONTPELIER trust officer, replacing Grace W. Mar- 
SAVINGS BANK tin who retired. 
& TRUST Co. 
VIRGINIA 
Lynchburg Thomas B. Mason elected trust of- 
PEOPLES NATIONAL ficer. 


BANK & TRUST Co. 


Richmond John B. Purcell and Marchant D. 
First & MERCHANTS Wornon elected vice presidents, Pur- 
NATIONAL BANK cell (former vice president and trust 

officer) in the investment department 
and the latter in public relations. 


Richmond William Cabell, an attorney, joined the 
VIRGINIA staff as asst. trust officer. 
TRusT Co. 


WASHINGTON 


Seattle & Walla Walla Timothy J. Healey (Seattle) and Mat- 
SEATTLE-FIRST thew J. Ennis (Walla Walla) elected 
NATIONAL BANK trust officers. At the main office 
Thomas E. Duff and Gordon W. Beck- 

man named asst. trust officers. 


Seattle Thomas W. Owen, assistant manager 


asst. trust officer; and Richard Boylan, asst. trust investment 
officer. Walz served in the title, real estate and estate plan- 
ning departments, and curently is active in solicitation of 
new trust business, prospect research, advertising and pub- 
licity. 

SOUTH CAROLINA 





Greenville 
FIRST 
NATIONAL BANK 


Memphis 
First 
NATIONAL BANK 


~] 
bo 


Clyde M. Gaffney, Jr., elected vice 
president and trust officer. Gaffney 
practiced law until 1948, when he 
joined the trust department. 


TENNESSEE 


Troy Beatty, Jr., who has headed the 
trust department since its beginning 
in 1926, promoted to senior vice presi- 
dent and trust officer. Beatty holds a 


SEATTLE TRUST & 
SAVINGS BANK 


Milwaukee 
First WISCONSIN 
TRUST Co. 


Stratford, Ont. 
BRITISH MORTGAGE 
& Trust Corp. 


of the University branch, appointed 
asst. trust officer. 


WISCONSIN 


Walter E. Isgrig, an assistant district 
attorney, named asst. trust officer. 


CANADA 


W. H. Gregory retired as managing 
director but will continue as presi- 
dent; Wilfred P. Gregory Q.C., who 
succeeds him as managing director, is 


senior partner in the legal firm of Gregory, Anderson, 
Ehgoetz and Bell, and Mayor of the City. 
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REGULATIONS 


(Continued from page 14) 


in exchange for assets in complete or 
partial liquidation of the corporation, 
but does not include mere changes in 
form. In further explanation of what 
mere changes in form may be, it appears 
from examples that the transactions 
must be in the nature of tax-free ex- 
changes, such as the exchange of assets 
for stock under Section 351 in which 
no gain or loss may be recognized, and 
the exchange of stock or securities in a 
reorganization transaction as defined 
under Section 368(a). 


The line thus to be drawn is patterned 
after an earlier ruling,’! and seems an 
appropriate and reasonable extension 
thereof. Probably, in this area, the 
existence of the line and its publication 
are more important than its exact loca- 
tion. In any event, this area promises 
some more certainty. 


Transfers with Retained 
Life Estate 
Retention of Short Term Interest 


Perhaps the most significant change 
in the area of retained life estates is the 
deletion of material appearing in the 
present regulations. Section 811(c) (1) 
(B) of the 1939 Code contained the 
expression “for any period which does 
not in fact end before his death” in 
connection with the retention of posses- 
sion or enjoyment of the property trans- 
ferred. The 1954 Code continues this 
same phraseology; however, the pro- 
posed regulations make a distinct shift 
in the interpretation of the quoted 
language from that contained in Section 
81.18 of the present regulations. 

Under the present regulations, the 
statutory clause has not been taken 
literally as including any transfer under 
which the decedent has retained posses- 
sion or enjoyment of the property for a 
period which in fact does not end be- 
fore his death. For example, it has never 
been extended (so far as this writer 
knows) to a transfer made by a person 
with a substantial life expectancy sub- 
ject to his retention of a term for five 
years, even though such person may 
have died before the term expired. The 
language of the statute would seem to 
require such an extension, but the regu- 
lations have always limited the expres- 
sion to cover only a retention by the 
transferor of an interest “for such a 
period as to evidence his intention that 
it should extend at least for the dura- 
tion of his life and his death occurs be- 
fore the expiration of such period.” 





‘Rev. Rul. 54-444, 1954-2 C.B. 300. 


January 1957 


The foregoing quoted language is not 
continued in the proposed regulations, 
and in lieu thereof, the statutory lan- 
guage is repeated literally. Although, as 
indicated, the statute certainly may ex- 
tend to cover transfers with retentions 
for a short period (wholly unrelated to 
life expectancies) where through un- 
foreseen accident the transferor dies 
within the period, the effect is to tax by 
happen-stance a transfer which was in 
no way designed for tax avoidance. In- 
asmuch as the statutory phrase has been 
in the Code since 1932 and has been 
construed in the limited fashion now 
appearing in the present regulations,!* 


and since under such restricted construc- 
tion no loophole or inequity seems to 
have appeared, it seems unfortunate at 
this stage for the proposed regulations to 
broaden the scope of the taxing pro- 
vision in this respect. 


Unless the present construction is 
restored to the final regulations under 
the new Code, the change will operate 
as a trap for no justification, catching 
cases which in substance fail to fall 
within the statutory objective. 


12At the time the phrase in question came 
into the statute (1932), the Senate Finance Com- 
mittee Report (#665, 72d Congress, Ist Sess., 
1939-1 C.B. 532) referred to the insertion as “a 
clarifying change.” 
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verdict 


The performance of Fidelity as trustee, 
executor or administrator of estates has 
been a matter of consideration by attor- 
neys for over 90 years. The verdict is 
written in the constantly growing de- 
mand for Fidelity’s services. We offer 


complete personal and corporate trust 


Fidelity-Philadelphia 
Trust Company 


Bankers Since 1866 


Broad and Walnut Streets 
Philadelphia 9, Pa. 


Member Federal Deposit Insurance Corporation 
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Right to Designate 


The proposed regulations also add a 
paragraph, Section 20.2036-1(b) (3), 
discussing in detail the retained right to 
designate the persons who shall possess 
or enjoy the transferred property. They 
call attention to the fact that it is im- 
material whether the power is exercis- 
able by the transferor alone or in con- 
junction with another, or in what ca- 
pacity the power is held, or whether the 
exercise of the power is subject to a 
contingency which may not have oc- 
curred prior to the transferor’s death. 
The statute, of course, does not include 
a power which may not affect the en- 
joyment of the income to be earned dur- 
ing the transferor’s life, nor a power 
which is held by another. However, in 
line with Loughridge v. Comm.'* the 
proposed regulations point out that “if 
the decedent had the unrestricted power 
to remove or discharge the trustee at 
any time and appoint a new trustee, in- 
cluding himself, the decedent is con- 
sidered as having the powers of the 
trustee.” 


In this connection, a similar sen- 
tence'* has been added to the proposed 
regulations under Section 2038, relating 
to revocable transfers, under which a 
transferor is attributed the powers of a 
trustee where he has reserved to himself 
the unrestricted power to discharge a 
trustee and appoint himself as trustee. 
However, in this latter instance, the 
proposed regulations indicate that if 
such power to appoint a_ successor 
trustee was subject to limited conditions 
not in existence at the time of the trans- 
feror’s death, there would be no such 





18C.C.A. 10, 183 F. 2d 294. 
MSection 20.2038-1(a) (3). 








attribution of the trustee’s powers to 
the transferor. Such a qualification ap- 
parently does not apply to Section 2036, 
where retained contingent interests have 
been held to result in taxation;!° per- 
haps, the final regulations might make 
this point explicit. 


Transfers Taking Effect 
at Death 


The 1954 Code abandoned the rule 
of old Code Section 811(c) (3) which 
taxed transfers if possession or enjoy- 
ment could be obtained only by surviv- 
ing the transferor, without regard to 
whether the transferor had actually re- 
tained any interest therein. Section 2037 
restores, with minor changes, the pre- 
1949 rule which limits taxation to trans- 
fers under which the decedent had re- 
tained a reversionary interest in the 
property exceeding 5 per cent of its 
value. The proposed regulations there- 
under substantially follow those issued 
under the pre-1949 statutory provisions. 


There had been some uncertainty 
among practitioners as to whether a 
transferor had retained the proscribed 
reversionary interest if he might re- 
acquire the property by inheritance 
upon the death of his child or through 
his statutory share upon the death of 
his wife. This “ghost” has been finally 
laid to rest in Section 20.2037-1(c) (2) 
of the proposed regulations with the fol- 
lowing statement: 


“Nor does the term ‘reversionary in- 
terest’ include the possibility that the 
decedent during his life might have 
received back an interest in trans- 
ferred property by inheritance 
through the estate of another person. 


15Comm. v. Estate of Nathan, C.C.A. 7, 
2d 546. 


159 F. 


Two will-drafting experts, Logan Fulrath of New York and Paul B. Sargent of Boston, 
addressed the annual seminar sponsored by the First Westchester National Bank of New 
Rochelle, N. Y., and attended by more than 200 lawyers and underwriters. Mr. Fulrath 
dwelled on the dangers of a “simple” will, while Mr. Sargent highlighted some “Do’s, 
Don’ts and Doubts” in tax planning in connection with wills. Photo shows (lI. to r.) 
W. Arthur Bostwick, vice president and trust officer; P. Philip Lacovara, managing editor, 


Trusts AND Estates; James R. Rooney, president, New Rochelle Bar Association; Joseph 
P. Cummings, vice president and trust officer; Charles E. G. Lloyd, secretary, Trust Divi- 


sion, New York State Bankers Association. 


Similarly, 
spouse to receive a portion of what- 
ever estate a decedent may leave at 
the time of his death is not a ‘rever- 
sionary interest’.” 


a statutory right of a 


Corresponding provisions are con- 
tained in the proposed regulations under 
section 2042,'° relating to the includi- 
bility of proceeds of life insurance, in 
order to banish a similar fear that “in- 
cidents of ownership,” upon which the 
taxation of life insurance now depends, 
might include the possibility of reacqui- 
sition of the policy through inheritance 
or by the statutory right of a surviving 
spouse. 

Annuities 
Payments by Employer 

In order to clarify 1‘ the tax treatment 
of certain joint and survivorship annui- 
ties or other payments purchased by a 
decedent or by a decedent’s employer. 
Section 2039 was written into the 1954 
Code. A careful examination of the new 
provision and the accompanying Com- 
mittee Report!® leaves one with a feeling 
that little, if any, clarification was 
achieved. With the proposed regulations 
now in hand, there is still much to be 
desired. 


Section 2039 generally provides for 
the inclusion in the gross estate of the 
value of an annuity or other payment 
receivable by a beneficiary by reason of 
surviving the decedent pursuant to a 
contract under which an annuity or 
other payment was payable to the de- 
cedent, or under which the right to re- 
ceive such annuity or payment was 
owned by the decedent. The amount of 
the inclusion is limited to the contribu- 
tions toward the acquisition of such a 
contract made by the decedent or his 
employer. 

Under the statute, it is unclear 
whether survivorship rights are includ- 
ible in the gross estate of a deceased 
employee under a plan in which the 
payments to the employee were during 
his life wholly voluntary and subject to 
termination at any time by the em- 
ployer. The proposed regulations take a 
definite position on this question in the 
affirmative. Section 20.2039-(1) (b) 
states: 

“An annuity or other payment ‘was 
payable’ to the decedent if, at the 
time of his death, the decedent was in 
fact receiving an annuity or other 
payment, whether or not he had an 


enforceable right to have the pay- 
ments continued.” 


Section 20.2042-1(c) (3). 

17Rev. Rul. 158, 1953-2 C.B. 259; Higgs v. Comm., 
C.C.A. 3, 184 F. 2d 427. 

18Senate Finance Committee Report, #1622, 83rd 
Congress, 2d Sess., pages 123, 469 et seq. 
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Thus, while the phrase “was payable” 
would ordinarily seem to connote some 


enforceability, the Internal Revenue 
Service at this stage would take the posi- 
tion that it means no more than if the 
statute had used the expression “was 
being paid.” While the proposed regu- 
lations do not expressly state that the 
annuity or other payments receivable by 
the decedent’s beneficiary may similarly 
be on a purely voluntary basis, the 
statute would seem to be just as sus- 
ceptible to such a construction. However, 
in the latter instance, it is merely a prob- 
lem of valuation; if the annuity receiv- 
able by the beneficiary after the em- 
ployee’s death is wholly at the employer’s 
will, the value thereof for estate tax pur- 
poses would be reduced appropriately: 
but, obviously, this is easier to state 
than to do. 


In one of the examples’® in the pro- 
posed regulations, under which the bene- 
ficiary’s annuity was forfeitable upon 
remarriage, it is stated that the element 
of forfeitability “may be taken into ac- 
count only with respect to the valuation 
of the annuity in the decedent’s gross 
estate.” The position, however, taken in 
the proposed regulations on the includi- 
bility of voluntary payments to the de- 
cedent during his life is not one affecting 
merely valuation, but it would result in 
taxing an arrangement which otherwise 
would be excluded. Example (2) clearly 
illustrates the intention in this regard, 
for the benefits under that plan were 
“completely forfeitable during the em- 
ployee’s life,” and the survivorship 
rights were held nonetheless taxable. The 
Revenue position on this ambiguous 
clause, “was payable.” if carried over 
into the final regulations, will probably 
be tested out in the courts; and it is not 
at all certain that such position will be 
sustained. 


Unfunded Plans 


There is another important ambiguity 
which the Revenue Service has not re- 
solved in the proposed regulations, and 
that is whether the section applies to 
plans which are wholly unfunded. Sec- 
tion 2039(b) of the Code requires the 
inclusion in the gross estate of only that 
part of the total value of the annuity or 
other payment (assuming it otherwise 
qualifies) as is proportionate to the 
part of the purchase price contributed 
by the decedent. It further states: 


“ * * *any contribution by the de- 
cedent’s employer or former employer 
to the purchase price of such contract 
or agreement (whether or not to an 
employee’s trust or fund forming part 


‘Section 20.2039-1(b), example (2). 


January 1957 


of a pension, annuity, retirement, 
bonus, or profit-sharing plan) shall 
be considered to be contributed by the 
decedent if made by reason of his 
employment.” 


The question remains whether such 
language covers the periodic payments 
made by the employer under a typical 
deferred compensation plan. For exam- 
ple, an executive and his employer enter 
into a contract under which he is en- 
titled to receive $20,000 a year from age 
65 until his death and if he leaves a 
widow surviving the payments will be 
continued for her life; there is no fund- 
ing of the agreement by the purchase of 
an annuity or by contributions to a trust, 
but the payments are to be made di- 
rectly by the employer to the employee 
or his wife as they become due. 


The above statutory language appears 
hardly applicable to this type of situa- 
tion, for nothing is being purchased and 
no contributions are being made. Yet, 
it would certainly seem that the policy 
underlying the statute should tax such 
a contract; there is no logical reason 
why an unfunded arrangement should 
not, for this purpose, be taxed along 
with the funded contracts. Perhaps that 
is the intention of the parenthetical ex- 
pression in the above provision. How- 
ever, one may look in vain through the 
proposed regulations on this point for 
an answer to the question. All of the 
examples contain specific facts involv- 
ing funding. It is to be hoped that the 
final regulations will clarify this for us. 


Application to Insurance 

The taxing provisions of Section 2039 
are limited to annuities or other pay- 
ments receivable under any contract or 
agreement “other 
under policies on 
cedent”; amounts 
insurance policies 


than as_ insurance 
the life of the de- 
payable under life 
covering the dece- 
dent are governed exclusively by Sec- 
tion 2042. In effectuating this demarca- 





tion, Section 20.2039-1(d) of the pro- 
posed regulations would provide that if 
the payment is “in substance” the pro- 
ceeds of insurance then the provisions 
of Section 2039 are inapplicable. The 
regulations imply that the differentiation 
“in substance” is to be found in the 
nature of the policy at the time of the 
decedent’s death. 

The practical application of the rule. 
will be found in the case of a combina- 
tion annuity contract and life insurance 
policy, for example, a retirement income 
contract with death benefits. In such a 
situation, if the policy has matured dur- 
ing the decedent’s life, so that the an- 
nuity has become payable, then the tax- 
ability of the contract will be governed 
by this section. If, however, the contract 
has not matured up to the date of the 
decendent’s death, the classification of 
the contract would be determined by 
reference to the terminal reserve value 
of the policy as compared to the amount 
of the death benefit. Thus, if at the de- 
cedent’s death the terminal reserve did 
not equal the death benefit, the insurance 
element in the contract would be still 
present and the contract, under the pro- 
posed regulations, would be treated as 
life insurance. On the other hand, if the 
terminal reserve has reached the amount 
of the death benefit, the combination 
policy loses its life insurance character- 
istics and becomes subject to the rules 
of inclusion under Section 2039. 

While the distinction one 
policy and another may become awfully 
thin in seme case>, making the includi- 
bility of the policy dependent uvon 
which set of rules (Section 2039 or Sec- 
tion 2042) shall apply, there is needed 
some definite test for these bicameral 
policies; the “in substance” test adopted 
here in the proposed regulations would 
therefore seem to be an appropriate one. 


Qualified Plans 


A further problem of importance re- 
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lates to the treatment of annuities or 
other payments receivable by a_bene- 
ficiary under a qualified pension or 
profit-sharing plan of the decedent’s em- 
ployer. Subsection (c) of Section 2039 
would seem to grant a full and unre- 
stricted exclusion from tax of such pay- 
ments except to the extent that the pay- 
ment is attributable to the employee’s 
contributions; the breadth of this exemp- 
tion principally arises from the initial 
clause: “Notwithstanding the provisions 
of this section or of any provision of 
law.” 


However, Section 20.2039-2(a) of the 
proposed regulations pares the exclu- 
sionary provision down to one which 
applies only to annuities or other pay- 
ments which would otherwise be in- 
cludible by reason of the provisions of 
Section 2039(a) and (b), in disregard 
of the other taxing provisions of the 
statute (particularly Section 2042). 
Probably, the chief effect of this limita- 
tion upon what otherwise appears as a 
broad exclusion is to make taxable 
in the employee’s estate amounts payable 
to a beneficiary under a combination an- 
nuity contract with death benefit pro- 
visions; under the proposed regulations, 
if upon application of the terminal re- 
serve test the contract is in the nature 
of life insurance, then the exclusion pro- 
vided by Section 2039(c) would be in- 
applicable and the provisions of Section 
2042 relating to life insurance would 
govern. And there may be further in- 
stances in which this narrower approach 
will result in taxation. While the statute 
does not appear to support the Internal 
Revenue construction, there may be 
some comfort to be found in the Senate 
Committee Report”® on this point. 


Powers of Appointment 
Definition of Non-Taxable Power 


Virtually no change was made in the 
1954 Code with respect to the taxation 
of property subject to powers of appoint- 
ment. However, the proposed regulations 
have commendably treated this as an 
opportunity to incorporate much new 
explanatory material together with fre- 
quent illustrative examples, providing 
greater understanding as to the govern- 
ment position and added certainty as to 
many situations in this extremely tech- 
nical and complicated area of property 
and tax law. 

Probably the most constructive addi- 
tion in the proposed regulations is a 
clear and concise statement in Section 
20.2041-1(c) (1) of what is a non-tax- 
able power of appointment. This state- 


20Report #1622, 83rd Cong., 2d Sess., page 123. 


ment offers the practitioner the terms by 
which a power is to be tested for tax- 
ability, and, if there has been any un- 
certainty up to the present time, it should 
be now dispelled. It is worth setting forth 
in full: 


“A power of appointment is not 2 
general power if by its terms it is 
either — 


(a) Exercisable only in favor of 
one or more designated persons or 
classes other than the decedent or 
his creditors (if the power is ex- 
ercisable during life), or his estate, 
or the creditors of his estate, or 

(b) Expressly not exercisable in 
favor of the decedent or his credit- 
ors (if the power is exercisable 
during life), his estate, or the cred- 
itors of his estate.” 


In other words, a power which is 
exercisable during the life of the holder 
is non-taxable if the terms of the in- 
strument provide for its exercise only 
among designated persons or groups 
who do not include the holder, his credi- 
tors, his estate or the creditors of his 
estate; on the other hand, if the power 
is a testamentary one, then the desig- 
nated possible takers must not include 
the holder’s estate or the creditors of 
his estate. Similarly, non-taxability fol- 
lows in the case of a power which is 
exercisable during life, if the terms of 
the instrument creating the power pro- 
vide expressly that it shall not be exer- 
cisable in favor of the holder, his credi- 
tors, his estate or the creditors of his 
estate; but if the power is testamentary. 
it need expressly exclude only the 
holder’s estate and its creditors. 


“Ascertainable Standard” 


Under Code Section 2041 (b) (1) (A) 
a power to consume or invade property 
for the benefit of the holder of the 
power is not a taxable power if it is 
limited by an ascertainable standard re- 
lating to his health, education, support 
or maintenance. For the first time, a real 
effort is made in the proposed regulations 
to spell out what the fair scope of this 
exemption provision is. It is pointed out 
that “support” and “maintenance” in the 
statute are synonymous. Their meaning 
is not to be limited to “bare necessities 
of life,” but includes reasonable living 
expenses. 


Section 20.2041-1(c) (2) of the pro- 
posed regulations, however, goes further 
and states that their meaning “does not 
necessarily extend to all expenditures 
that might be considered customary in 
the decedent’s position in life.” Whether 
this expression is warranted by the 
statute seems debatable, for it would 
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appear to exclude from support and 
maintenance some expenses which are 
deemed normal living expenses in the 
social stratum to which the holder 
happens to belong. For example, the 
maintenance of a summer house in 
Maine and a winter home in Florida as 
well as a Park Avenue apartment may 
seem beyond all reason; but, if the 
expenses of maintaining such establish- 
ments fall within the scope of support as 
set forth in the instrument construed 
under local law, as well they may if the 
support was keyed to the holder’s then 
existing station in life, then for the pur- 
poses of determining the classification of 
the power they should be deemed a part 
of the support picture. 


Constructively, the proposed regula- 
tions give examples of support powers 
limited to the requisite statutory stand- 
ard, setting forth the operative terms of 
the instrument, such as “support in 
reasonable comfort,” “reasonable com- 
fort and support,” “maintenance in 
health and reasonable comfort.” Neither 
the fact that the holder must exhaust 
his other resources before exercise, nor 
the fact that the power may be a dis- 
cretionary one, will prevent the power 
from being considered one limited to an 
ascertainable standard. 


Marital Deduction 


In the re-enactment of the marital de- 
duction in the 1954 Code, the principal 
improvements were the allowance of the 
deduction (1) for legal life estates 
coupled with a power of appointment, 
and (2) for a right to income from, plus 
a power of appointment over, a specific 
portion of property (whether held in 
trust or not). The proposed regulations 
under the revised statute not only pro- 
vide administrative rules for the above 
amendments but also have rearranged, 
clarified, and expanded much of the 
marital deduction area material in the 
present regulations. 


Specific Portion 


Of particular interest to practitioners 
are the rules governing the deduction 
for rights in a specific portion of prop- 
erty. This Code amendment was inserted 
largely to eliminate what might be con- 
sidered “a trap for the unwary.” In 
lieu of requiring that a widow have all 
the income from the entire corpus plus 
a power of appointment over the entire 
corpus, Code Section 2056(b) (5) per- 
mits the deduction in the case of trans- 
fers under which the widow has “all the 
income from a specific portion” with a 
power over “such specific portion.” 


Unfortunately, this remedial language 
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raises more ambiguities than it cures. 
For example, does it cover a case in 
which the widow has a right to a specific 
portion of all income? Does a specific 
portion of the trust expressed in a dollar 
amount qualify? Must the specific por- 
tion subject to the income interest be 
identical to the specific portion which is 
subject to the power? 


The Internal Revenue Service, in the 
proposed regulations, would answer most 
of these problems sensibly without over- 
emphasizing the lack of clarity in the 
statute itself. At the outset, the pro- 
posed regulations in Section 20.2056 (b) - 
5(a)(1) take the liberal position that 
whether the spouse is entitled to all the 
income from a specific portion or a 
specific portion of all the income, the 
statutory income requirement will be 
met. In a similar vein, the proposed 
regulations do not require literally that 
the specific portion from which the in- 
come is derived be identical to the 
specific portion over which the power 
of appointment extends. On this point, 
Section 20.2056(b)-5(b) states: 


“While the rights over the income 
and the power must coexist as to the 
same interest in property, it is not 
necessary that the rights over the in- 
come or the power as to such interest 
be in the same proportion.” 


In other words, it is not necessary 
that the widow be given a one-fourth 
interest in all the income and a power 
of appointment over one-fourth of the 
corpus, in order that one-fourth of the 
property be a deductible interest; she 
could be given a one-half interest in the 
income and a power over one-fourth of 
the corpus, and the estate would still be 
entitled to a marital deduction for one- 
fourth of the property. In short, the pro- 
posed regulations allow a marital de- 
duction to the extent of whichever of the 
following is the smaller: the portion of 
the property subject to the income in- 
terest, and the portion of the property 
subject to the power. 


However, the lighter touch of the 
Revenue Service wears thin when it ap- 
proaches a definition of “specific por- 
tion.” Here, we find that, under the pro- 
posed regulations, “specific portion” has 
acquired a much more fixed or definite 
meaning than one would expect from 
such a normal expression. It is defined 
by the Service as “a fractional or per- 
centile share” of a property interest, 
and it is not a specific sum in dollars out 
of a larger fund. More explicitly Section 
20.2056(b)-5(c) states: 


“A partial interest in property is 
not treated as a specific portion of the 
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entire interest unless the rights of the 
surviving spouse in income and as to 
the power constitute a fractional or 
percentile share of a property inter- 
est so that such interest or share in 
the surviving spouse reflects its pro- 
portionate share of the increment or 
decline in the whole of the property 
interest to which the income rights 
and the power relate.” 


By way of further explanation of what 
a specific portion may not be, the regu- 
lations go on to say: 


“On the other hand, if the annual 
income of the spouse is limited to a 
specific sum, or if she has a power to 
appoint only a specific sum out of a 
larger fund, the interest is not a de- 
ductible interest.” 


Then, there follow two examples in the 
proposed regulations which seem de- 
signed to illustrate the odd results which 
this narrow interpretation produces. It 
would have seemed wholly proper for the 
Service to have taken a gentler approach 
and given some recognition to shares 
expressed in dollars. 


For example, where the power is given 
over the sum of $100,000, the portion of 
the property subject to the power may 
be translated into the ratio of $100,000 
to the total property transferred. If the 
total property in trust is $400,000 at 
date of death, the power of appointment 
over $100,000 may be treated as a power 
over a one-fourth interest; the fact that 
the corpus of the trust may fluctuate sub- 
sequently in value without affecting the 
amount subject to the power should not 
defeat the marital deduction at the date 
of death. And surely, when considering 
the statutory language and the legislative 
objective, $100,000 out of a $400,000 
fund is “a specific portion.” 


Similarly, with respect to the income 
interest, a right in the widow to annual 
income equal to $6,000 from a $400,000 
trust should be recognized as all the in- 
come from a specific portion or as a 
specific portion of all the income. To 
get the percentile share, the ratio of 
$6,000 to $14,000 (i.e., 344907! of $400,- 
000) could appropriately be used. 


As to Life Insurance 


In this connection, it is interesting to 
notice what the proposed regulations 
propose for the handling of the same 
problem which arises with respect to 
life insurance. The 1954 Code made the 
same amendment to the life insurance 
provision, permitting the qualification 
for marital deduction purposes of cases 





13144% is the standard income assumed for the 
purpose of measuring the value of interests in in- 
come-producing property. See Section 20.2031-7 
and the tables therein. 
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in which only a specific portion of the 
life insurance proceeds was payable in 
installments to the widow (or was held 
for the accrual of interest) and was sub- 
ject to her power of appointment. 


Though the problem as to the defini- 
tion of “specific portion” here would 
seem parallel to the one with respect to 
other property discussed above, the 
Service has been able to reach a better 
solution. Whereas the proposed regula- 
tions as to “specific portion” state that 
the principles of the section referred to 
above will apply here as well, this 
significant exception is made in Section 


20.2056 (b) -6(c) : 


“However, the interest in the pro- 
ceeds passing to the surviving spouse 
will not be disqualified by the fact 
that the installment payments or in- 
terest to which the spouse is entitled 
or the amount of the proceeds over 
which the power of appointment is 
exercisable may be expressed in terms 
of a specific sum rather than a frac- 
tion or a percentage of the proceeds 
provided it is shown that such sums 
are a definite or fixed percentage or 
fraction of the total proceeds.” 


This same relaxation ought to be ex- 
tended to “specific portions” of other 
property where it is just as applicable 
and equally well needed as in the case 
of life insurance. However, if no such 
change be made in the final regulations, 
heed will have to be given to the exact 
form in which the “specific portion” of 
property is expressed, lest one’s plans 
be frustrated.** 


Widow’s Allowance 


Another problem which should be fol- 
lowed with care at this time relates to 
the treatment of the statutory allowance 
or award payable to the widow. Since 
the inception of the marital deduction in 
1948, it has been the position of the 
Internal Revenue Service** that a 
widow’s award could qualify as a de- 
ductible interest provided that it other- 
wise met the requirements as to inde- 
feasibility; this pesition is in accord 
with the understanding of the Congress 
when it amended the estate tax provi- 
sions in 1950 and removed the special 
deduction for support payments,”* and 
later when the 1954 Code was enacted.*° 
Section 20.2056(e)-2(a) of the proposed 


22In any event, probably the best advice is to 
steer clear of partial interests by creating a separ- 
ate trust for the marital share. 


Rev. Rul. 83, 1953-1 C.B. 395. 


24House Ways and Means Committee Report, 
#2319, 81st Cong., 2d Sess., 1950-2 C.B. 380, 478. 


Senate Finance Committee Report, #1622, 83rd 
Cong., 2d Sess., page 125, stating: “Under pres- 
ent law many widows’ allowances qualify for the 
marital deduction without regard to the time of 
payment.” 





regulations would continue in this view 
as follows: 


“An allowance or award paid to a 
surviving spouse pursuant to local law 
for her support during the administra- 
tion of the decedent’s estate consti- 
tutes a property interest passing from 
the decedent to his surviving spouse 
if the executor or administrator of 
the surviving spouse’s estate could 
under local law have caused the allow- 
ance or award to be paid to her es- 
tate in the event of her death imme- 
diately after the decedent’s death.” 


The interesting fact is that shortly 
after the appearance of the proposed 
regulations, the Tax Court in Estate of 
Rensenhouse,** adopting the position of 
Government counsel on brief and at 
trial, held that in no case may a widow's 
award qualify as a deductible interest 
because it does not fall within any of the 
categories of interests in property pass- 
ing from the decedent as listed in the 
statute. If this decision is allowed to 
stand, many estates planned in the light 
of what one considered to be the law 
will be affected not only tax-wise but in 
substance as well: for example, the 
denial of a marital deduction in respect 
of the widow’s award will operate to 
increase the widow’s share and to de- 
crease the residue of the estate if the 
usual type of maximum marital deduc- 
tion formula clause is used. 


If the Rensenhouse case is not over- 
ruled on appeal or by legislation. con- 
sideration might be given in certain 
cases to the elimination of the widow’s 
award through a testamentary clause 
providing that the marital bequest is 
made in lieu of a widow’s award. 


a i! te Oe «3 
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Lawyers and Accountants 
Settle Differences 


After several years of disputing over 
the respective areas of their professions. 
particularly with regard to tax practice. 
the American Bar Association and the 
American Institute of Accountants have 
arrived at an accord. A joint commit- 
tee has recommended that in the field 
of federal income taxation, the two pro- 
fessions continue to adhere to the 195] 
Statement of Principles and that state 
organizations of both groups consider 
the establishment of joint committees 
similar to the National Conference to 
consider differences that may arise. It 
is urged that any disputes be submitted 
to such committees for resolution before 
institution of any litigation. 
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The Proposed Estate Tax Regulations 


ESTATES OF NONRESIDENTS Nov CITIZENS 


ECTIONS 20.2101-1 THROUGH 20.2106 

-2 of the proposed Federal Estate 
Tax Regulations contain the provisions 
relating to estates of nonresidents not 
citizens. It will be recalled that the In- 
ternal Revenue Code of 1954 made only 
one major change in the law relating to 
such estates.1 Section 2104 of the Code 
provides that stock owned by a nonresi- 
dent alien in a foreign corporation is 
not to be treated as property having a 
situs within the United States for estate 
tax purposes, even though the stock 
certificates are physically located within 
the United States. The Proposed Regula- 
tions embody this change. 


The fact that the change is contained 
in Section 20.2105-1(g) rather than 
under Section 20.2104-1, where it might 
have been placed because of the number 
of the Code section which effected it, 
points up the major improvement in the 
Proposed Regulations, namely an order- 
ly alignment of pertinent provisions re- 
lating to estates of nonresidents not citi- 
zens. The basic framework of the Pro- 
posed Regulations remains, however, as 
in the case of other Regulations, the 
Code section number. In addition, the 
Proposed Regulations embody under 
each section much helpful material not 
directly set forth in the Code section. 
with the result that the Proposed Regu- 
lations now contain in one place a quite 
satisfactory outline of rules relating to 
the estate taxation of estates of nanresi- 
dents not citizens. 


Orderly Procedure 
Proposed Regulations, Section 20.21 
01-1(b) list the steps to be followed 
in determining estate tax liability, 
namely: 
1. Determination of value of gross 
estate in the United States. 


2. Determination of allowable de- 
ductions. 


3. Computation of tax. 
4. Subtraction of credits. 


It is pointed out, however, that each of 
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these steps may be modified by any 
applicable death duty convention with 
a foreign country. 


Section 20.2102-1 lists the permissible 
credits which the estate may take, name- 
ly a State death tax credit, a gift tax 
credit and a credit for tax on prior trans- 
fers. The Regulations expressly point 
out that no credit is allowed for foreign 
death taxes in the case of estates of 
non-residents not citizens. 


The subject of value of gross estate 
in the United States is covered in Sec- 
tions 20.2103-1, 20.2104-1 and 20.2105 
-1. In former Reg. 105, Section 81.50, 
these had been grouped under “Situs of 
Property.” The Proposed Regulations 
are helpful in that they clearly list what 
is to be regarded as property within the 
United States (Section 20.2104-1) and 
property without the United States (Sec- 
tion 20.2105-1.) Since taxes on estates of 
nonresidents not citizens are levied only 
on property within the United States, 
this arrangement is quite helpful. It is 
pointed out, moreover, that since the 
tax is so levied, there is no obligation 
to disclose property outside the United 
States unless deductions are claimed or 
the information is specifically requested. 


Within or Without U. S. 


Property within the United States in- 
cludes real property within the United 


States; tangible personal property with- 
in the United States, except certain 
works of art on loan for exhibition, and 
written evidence of intangible personal 
property treated as being the property 
itself, as a bond, if physically within 
the United States. 


Property without the United States in- 
cludes real property and tangible per- 
sonal property located outside the United 
States; certain works of art on exhibi- 
tion in the United States or en route; 
written evidence of intangible personal 
property treated as the property itself, 
if outside the United States; obligations 
of the United States issued prior to 
March 1, 1941, regardless of location if 
held by one not engaged in business in 
the United States; other intangible per- 
sonal property if not issued by or en- 
forcible against a United States resident, 
domestic corporation or Government 
unit; shares issued by a foreign corpo- 
ration regardless of where the certifi- 
cates are located; amounts received as 
insurance; and if the decedent was not 
engaged in business in the United States, 
bank deposits. 


The Proposed Regulations leave open 
to question the situs of bearer stock or 
registered stock endorsed in blank, is- 
sued by foreign corporations. Such stock 
might be considered under the law of 
certain jurisdictions as intangible per- 
sonal property, written evidence of 
which is treated as the property itself. 
If such certificates are in the United 
States, the question arises whether they 
are subject to tax, even in the face of 
the statutory provision placing the situs 
of the stock of foreign corporations out- 
side the United States. The express stat- 
utory provision”? would seem controlling. 
On this same analysis, bearer shares of 
United States corporations should simi- 
larly be taxable even if held outside the 
United States. 


Proposed Regulations, Sections 20. 
2106-1 and 20.2106-2, contain the pro- 


visions concerning deductions and ex- 


2Internal Revenue Code, Section 2104(a). 
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emptions. These sections expressly point 
out that no deductions will be allowed 
unless the value of property outside the 
United States is given. They further 
point up the statutory provision that 
charitable deductions will be allowable 
only to the extent that the gift is made 
to United States charities, etc. Other de- 
ductions will be permitted only in the 
proportion that the value of the United 
States estate bears to the value of the 
total estate. 


All in all, it is believed that the Pro- 
posed Regulations represent a substan- 
tial improvement over the former set. 
This improvement is to be found pri- 
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marily in the organization of the Pro- 
posed Regulations. The practitioner who 
seldom handles estates of nonresidents 
not citizens will find this of considerable 
help. 


A a& A 


Estate Planning Contest 
Sponsored by Trust Company 


Boston Safe Deposit and Trust Co. is 
sponsoring an estate planning and draft- 
ing contest for students in the Schools 
of Law of Boston College, Boston Uni- 
versity, Harvard University and Suffolk 
University for the academic year 1956- 
57. Participants in the competition will 
be given a problem prepared by attorney 
members of the Boston Estate Planning 
and Probate Forum and will prepare 
a solution supported by recommended 
drafts of the legal instruments deemed 
by them to be necessary. Three prizes 
totaling $50 will be offered in each of 
the law schools. The purpose of the 
awards is to stimulate an interest among 
students in the field of estate planning. 


A printed brochure sets forth the prob- 
lem posed for this year’s contest, which 
concerns the estate of ‘Percival R. Provi- 
dent.” The paragraph of background 
“Facts” tells the student to think of 
himself as an associate in a well known 
Boston law firm who has been asked by 
a senior partner to prepare a letter to 
a valued client setting forth a proposed 
estate plan for him. The data about the 
client’s age and family are then pre- 
sented, together with a list of his proper- 
ty, including powers of appointment. The 
client’s main objectives, in addition to a 
general desire to save taxes, are also 
stated. The contestant must state his 
plan in clear language which an intelli- 
gent layman might be expected to under- 
stand. 


Committee Chairmen 
Appointed for 
New York Trust Division 


Committee appointments for the 1956- 
1957 term have been announced by the 
New York State Bankers Association 
Trust Division. The chairmen are: 


Automation — W. Putnam Livingston, 
vice president, Bankers Trust Co., New 
York; 

Bank Fiduciary Fund — (president) 
Charles W. Buek, vice president, United 
States Trust Co., New York. 


Business Development — Thomas E. 
McFarland, assistant vice president, Lin- 
coln Rochester Trust Co.; 


Common Trust Funds — Alfred T. 
Allin, vice president, Bank of New York; 


Employee’s Benefit Fund — Wallis B. 
Dunckel, vice president, Bankers Trust 
Co., New York; 

Handling Businesses in Trust — Wil- 
mot R. Craig, executive vice president 
and senior trust officer, Lincoln Rochester 
Trust Co.; 


Public Education—William T. Haynes, 
vice president, Marine Trust Company of 
Western New York, Buffalo; 

Trust and Estate Law — E. Tinsley 
Ray, vice president and trust officer, 
Grace National Bank, New York; 


Promoting Relations with the Bar — 
Charles E. Treman, Jr., vice president 
and trust officer, Tompkins County Trust 
Co., Ithaca; 


Tri-State — Robert A. Jones, vice 
president, Guaranty Trust Co., New 
York; 

Trust Investment — Alfred H. Hauser, 


vice president, Chemical Corn Exchange 
Bank, New York; 


Trust Operations — Russell H. John- 
son, vice president, United States Trust 
Co., New York; 








“What’s My Line?” as presented at La Salle National Bank, Chicago, where trust depart- 


ment personnel were included among the contestants. The object of the game is to guess 
the contestant and his job or her job in the bank. It was used in the training program of 
six staff business development teams, and also at the officers’ business development meeting. 


It provided a variant from regular instruction in trust and banking functions and services. 
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TAXATION OF NON-RESIDENT ESTATES 


The Probate Attorneys Association 
(international) has just published a 
study of the taxation of non-resident 
estates. 


The full value of real and tangible per- 
sonal property solely owned by a non- 
resident decedent within its borders is 
taxed by all the States, the District of 
Columbia and the territories of Alaska 
and Hawaii, except that New Hampshire 
does not tax real property passing to a 
surviving spouse, lineal descendant or 
parent. 

The taxable status of real and tangi- 
ble personal property owned by a non- 
resident decedent and another as tenants 
by the entirety or as joint tenants is 
indicated by the footnotes to the list of 
states below. 


All States, the District of Columbia, 


Alaska and Hawaii either have laws pro- 
hibiting taxation or provide for recipro- 


cal exemption therefrom with respect to 
intangible personal property not having 
a business situs within their borders be- 
longing to a person who died a resident 
of another state or territory of the 
United States, except: 


1. Kansas taxes such intangible per- 
sonal property if it is not taxed or sub- 
mitted for taxation at domicile. 

2. South Carolina’s reciprocity does 
not extend to states which have no in- 
heritance tax law. 


3. The States of Arkansas, California, 
Florida, Iowa, Kentucky, Massachusetts, 
Montana, South Dakota, Texas, Utah 
and Washington tax such intangible per- 
sonal property when owned by a non- 
resident of the United States. 

4. California and the District of 
Columbia tax intangible personal proper- 
ty when owned by an alien. 


5. Mississippi has repealed its re- 





Taxation of Realty and Tangibles 


No. No. 
Ala. 2 Mont. 11 
Alaska 1 Neb. 2 
Ariz. 1 Nev. - 10 
Ark. 2 N. H. - = 
Cal. 2 a sus) ee 
Col. 3 N. M. 2 
Conn. 3 ee 2 
Del. - 2 N.C. ee 
D; C. 3&4 Pi. Ds - 3 
Fla. 2 Ohio _ oie 
Ga. 2 Okla. ae 
Hawaii 1 Ore. 19 
Idaho 5 Penn. 9 
Ill. 3 R. I. 2 
Ind. . aa a S. C. 15 
Iowa . 2 S. D. 16 
Kan. 7 Tenn. 1 
Ky. 3 Tex. 18 
La. 8 Utah 2&17 
Me. 2 Vi; 14 
Md. 9 Va. 2 
Mass. 2 Wash. 2 
Mich. 10 W. Va. 2 
Minn. 2 Wis. Scene 
Miss. HI Wyo. 14 
Mo. 11 


1. Full value taxed. 
2. Full value taxed except to the extent that 
the survivor can establish that he contributed to 
the consideration for the acquisition of the prop- 
erty. 
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3. Taxed proportionately according to the num- 
ber of owners. 


4. “Movables” such as automobiles and boats 
are not taxed; ‘‘Non-movables”’ such as cash, jew- 
elry and furniture are taxed. 


5. Tenancies by the entirety are not recognized; 
Community property passing to the surviving 
spouse is not taxable; Joint tenancies are not taxed 
if the surviving joint owner or owners can prove 
that such property originally belonged to him or 
them and have never belonged to decedent, other- 
wise taxed proportionately according to number 
of owners. 


6. Real property owned by the entireties is not 


taxed unless title was changed from the decedent 
to title by the entireties in contemplation of death 
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or if one of the tenants by the entirety devised the 
real property by will and the surviving tenant does 
not elect to take by law; Joint tenancies are taxed 
in full against the surviving joint owners except 
to the extent that they can establish that the prop- 
erty originally belonged to him or them and had 
never belonged to the decedent. 


7. Tenancies by the entirety are not recognized. 
Joint tenancies in full if the decedent died on or 
after July 1, 1955. or if the property was placed in 
joint tenancy within one year prior to death. 


8. Tenancies by the entirety and joint tenancies 
are not recognized. 


9. Tenancies by the entirety are not taxed; 
Joint tenancies are taxed proportionately accord- 
ing to the number of owners. 

10. Not taxed. 


11. Not taxed, unless created within two years 
prior to death. 


12. Tenancies by the entirety are not taxed; 
joint tenancies are not recognized, but property 
held in more than one name is taxed in full ex- 
cept to the extent that the survivor can establish 
he contributed to the consideration for the acquisi- 
tion of the property. 


13. Tenancies by the entirety are taxed as to 
one-half; Joint tenancies are taxed in full except 
to the extent that the survivor can establish he 
contributed to the consideration for the acquisition 
of the property. 


14. Property held by husband and wife is not 
taxed; Joint tenancies are taxed in full. 


15. Tenancies by the entirety are not recog- 
nized; Joint tenancies are taxed in full except to 
the extent that the survivor can establish he con- 
tributed to the consideration for the acquisition of 
the property. 


16. Community property passing to surviving 
spouse not taxable; Tenancies by the entirety are 
not recognized; Joint tenancies are taxed propor- 
tionately according to the number of owners. 


17. When surviving tenant is either spouse or 
children of decedent, one-half of the property, but 
not to exceed $40,000 is tax exempt. Property re- 
ceived by gift or inheritance by decedent and 
spouse as tenants by the entirety as to one-half; 
Property similarly received by decedent and others 
as joint tenants is taxed proportionately. 


18. Decedent’s interest in community property 
is taxable (even if to surviving spouse); tenancies 
by the entirety are not recognized; value of dece- 
dent’s interest in joint tenancy is taxable. 


19. Tenancies by the entirety are not taxed; 
joint tenancies, as such, in real property have 
been abolished; holding of property in more than 
one name with rights of survivorship is recognized 
under some circumstances, in which event the 
property is taxed in full except to the extent that 
the survivor can establish he contributed to the 
consideration for the acquisition of the property. 


ciprocity statute and now taxes intangi- 
ble personal property of a non-resident. 


6. Colorado’s reciprocity statute ex- 
tends to intangible personal property 
having an actual or business situs within 
the State owned by a U. S. resident. 


Waivers for the transfer of stock of a 
domestic corporation are required in all 
states except Arkansas, Colorado, Con- 
necticut, Delaware, Florida, Georgia, 
Louisiana, Maryland, Montana, Ne- 
braska, Nevada, New Hampshire, New 
Jersey, New York North Dakota, Rhode 
Island, Vermont, Virginia, Wisconsin 
(unless the stock is jointly owned). 

Copies of the complete chart may be 
obtained from the Association at 11018 
W. Pico Blvd., Los Angeles 64, Cal. 
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Standard Clauses for Wills 


(Continued from page 19) 


my death, I give, devise and bequeath equally to my 
children, A and B, if living, and if either shall predecease 
me, then I give all thereof to the survivor, and if both A 
and B shall predecease me, then I give all thereof instead 
to my husband, C, as his own absolutely, provided that he 
survives me. 


Alternate disposition to adult children 8.3 


I give and bequeath all of my clothing, jewelry, books, 
pictures, articles of personal use or diversion, automobiles, 
gold and silver plate, household goods, provisions, furniture, 
furnishings and equipment (if I own any articles of the 
said description at my death) to my wife, A, if she sur- 
vives me, but if she does not survive me said property shall 
go instead equally to my adult children living at my 
death, and if there be none, then it shall go as a part of the 
residue of my estate. 


Provision for division by executor 8.4 


I give and bequeath all of my jewelry, clothing, books, 
pictures, automobiles, silver plate and silverware, house- 
hold goods, furniture, furnishings and provisions and all 
articles of personal use or diversion, to my said two 
daughters, A and B, share and share alike, and in the event 
that said daughters have not agreed upon the division of 
such property in kind within three months after the date 
of my death, then such property shall be divided in kind or 
value as equally as practicable among said daughters by my 
EXECUTOR, according to its sole judgment and discretion. 


Automobiles—with selection 8.5 


In the event I own one automobile at the time of my 
death, I give and bequeath the same to my wife, A, pro- 
vided that she survives me, and in the event I own more 
than one automobile at the time of my death, then I give 
and bequeath to my said wife, A, provided that she sur- 
vives me, whichever of said automobiles is primarily and 
customarily devoted to personal use by her at the time of 
my death. 

I give and bequeath to my daughters, C and D, any 
automobile or automobiles owned by me at my death and 
to which my wife is not entitled under the provisions of the 
preceding paragraph of this Clause, provided that my said 
daughters shall both survive me, and if only one shall 
survive me then said automobile or automobiles shall go to 
such survivor, and otherwise this bequest shall lapse. 


Office furniture, etc. to son 8.6 


Provided that my son, A, shall survive me, I give and 
bequeath to him the following: 

All of my office furniture, furnishings and equipment, in- 
cluding but not limited to, desks, chairs, tables, rugs, law 
books and library, bookcases, filing cabinets and safes, busi- 
ness machines and typewriters used in connection therewith 
and all case files pertaining to my law business. 


Furniture and interest in professional firm 8.7 


I give and bequeath all of my instruments, library and 
supplies pertaining to engineering and professional subjects, 
my office furniture and equipment, and all of my right, title 
and interest in and to any engineering or professional part- 
nership or firm (including all of my interest in any physical 
assets, working capital and any sums uncollected at my 
death), to A, provided that he shall survive me. 
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Share in partnership and assets 8.3 


I give and bequeath all my right, title and interest in and 
to the printing business, including all of its assets, includ- 
ing accounts receivable and money on deposit in the firm 
bank account, but subject to payment of all firm debts 
accrued up to the date of my death, which business is now 
being carried on by myself and son, A, under the firm name 
ees Printing Company, in which business | 
now have a 4/5 interest and said son a 1/5 interest, to 
my said son, A, and to my daughter, B, share and share 


alike. 


Sole proprietorship 8.9 


Referring to the business I now conduct in __ : 
I give and bequeath all my patents, patterns, tools, ma- 
terials, supplies, machines, finished and unfinished products 
of said business, (but not machines which I have leased 
to lessees) to A. 


Executor to purchase equipment for legatee 8.10 


Provided that A survives me, I direct my EXECUTOR, as 
soon after my death as practical, using assets of my estate, 
to purchase from the ____________._... Construction Company, 
at their fair market value, all the tools, tackle, surveying 
instruments, trucks, lumber, forms, mill work, scaffolding 
and other construction equipment which may then be sninad 
by said Company and located at , and to 
convey and transfer said property to the said A, and I give 
and bequeath the same to him as his own absolutely, pro- 
vided, however, the said A, by written notice given to my 
EXECUTOR within sixty (60) days after my death, may elect 
not to receive such items of said property as he may specify 
in said notice. 


Specific personal property to husband conditional 
on survival 8.11 


Provided that my husband survives me, I give and be- 
queath to my husband 


Heirlooms 8.12 


I give and bequeath all family heirlooms, including 
family portraits, silver, heirloom furniture, stamp collec- 
tions, books, records, documents, and archives to my grand- 
son, A. The decision of my EXECUTOR as to what are family 
heirlooms shall be final and binding on all concerned. 


Jewelry with provision for minority of legatee 8.13 

In the event that my niece, A, shall survive me and shall, 
at the time of my death, have attained the age of twenty- 
five (25) years, then I give and bequeath to her my large 
diamond ring with emeralds and small diamonds, provided, 
however, that if she shall not have attained said age at that 
time, then said diamond ring shall go instead to the 
natural parents or parent of my said niece, IN TRUST, how- 
ever, as a part of the Trust hereinafter created in Clause 
silt annaalaga , provided that in such event said ring shall be 


retained in kind by said TRUSTEES pending the duration of 
said Trust. 


Selection of jewelry, etc. 8.14 


I bequeath to A one piece of my jewelry to be selected by 
her. I bequeath to B one piece of jewelry to be selected by 
her from the remainder of my jewelry. From the then 
remainder of my jewelry, C and D may each select one 
piece, making selection in the order in which named, and 


TRUSTS AND ESTATES. 








any 
share 
E, F 
viVOl 
EXEC 
sulte 
EXEC 


doct: 
trine 
at a 
thei 


here 
abat 
will 

bequ 
that 





JANt 











any jewelry then remaining I bequeath (to be divided in 
shares as nearly equal as practicable) to my three sisters, 
E, F and G, if all three survive me, and, if not, to the sur- 
vivor or survivors living at the time of my death. My 
EXECUTOR shall make such division after first having con- 
sulted my said sisters and any division made by my said 
EXECUTOR, in its discretion, shall be conclusive. 


Jewelry to a minor 8.15 

To my grand-niece, A, I give my wedding ring, provided 
that if said A be living but shall not have attained the age 
of twenty-one (21) years at the time of my death, said ring 
shall be delivered to her mother or father, whose receipt 
therefor shall be deemed a sufficient satisfaction of this 
bequest. 


CLASS 12: ABATEMENT AND LAPSE 


It is well not to rely upen statutory or common law 
doctrines with respect to abatement or lapse. The doc- 
trines may vary from jurisdiction to jurisdiction, and 
at all events the testator is unlikely to be aware of 
their consequences. 

With respect to abatement, the clauses submitted 


where the legatee dies before the testator. Ordinarily, 
of course, the bequest would lapse in such a case. How- 
ever, there may be a statute which provides in effect 
that where any estate is devised to any child, grand- 
child or other “relative” of the testator and the de- 
visee dies before the testator, leaving lineal descen- 



























































‘ herewith spell out the order in which legacies shall dants, the descendants take the estate which the de- 
abate. It is believed, however, that where the abatemen visee wou ave taken if he had survived. See, for 
bate. It is bel d,h that wh the abat t Id h tak f he had d. S$ f 
will occur as between specific bequests and general example, R.S. Mo. 1949, Section 474.460. 
bequests, it is not necessary to fortify the doctrine Even such a statute is not a complete solution be- 
) that the specific bequests will be protected. cause of possible uncertainty as to the meaning of the 
; With respect to lapse, the principal difficulty occurs word “relative,” which appears in the Missouri statutes 
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and possibly in others. For this reason the clauses sub- 
mitted under the other classes clearly spell out whether 
the legatee is to receive the bequest only if living and 
where said bequest shall go if the legatee predeceases 
the testator. 

Another complication may arise where the legatee is 
dead at the making of the will, but the fact of his 
death is unknown to the testator. See Model Probate 
Code, Section 57, Problems in Probate Law, Michigan 
Legal Studies, Callaghan & Company, 1946, page 85. 

Use of such phrases as “or his estate” or “or his 


Simple proportionate abatement 12.1 


All said bequests in this Clause shall abate pro- 
portionately if they cannot be paid in full. 


Abatement of designated specific bequests 12.2 


If the amount of my estate available for the payment of 
the specific bequests in Clauses RU cscs shall be 
insufficient to pay all of said specific bequests in full, then 
they shall abate ratably. 


Preferring certain bequests 12.3 


If the balance remaining in my estate, exclusive of the 
property bequeathed in Clause Two, after the payment of 
all my debts, taxes and expenses of administration, is less 
than the total of all said provisions in Clause Three and 
said bequests in Clause Four and is thus insufficient to pay 
all of said provisions and bequests in full, I direct that all 
said provisions and bequests in Clauses Three and Four shall 
abate ratably. 


Division into groups 12.4 


In the event that all of the bequests in the foregoing Clause 
ros eRe cannot be fully satisfied, then the bequests in 
Group Second shall abate first and, if necessary, the be- 
quests in Group First shall abate second, but in any event, 
all of the bequests in any one group shall abate in said 
group in proportion to the amount of said group. 


Protecting a voting block of stock in family corpora- 
tion 12.5 


If my estate, exclusive of my stock in the __________.. 
Company or stock standing in its place as provided above, 
shall not be sufficient to pay all estate, legacy and inheritance 
taxes in the manner set forth herein, and all the claims 
which may be made and allowed against my estate and all 
the expenses of administration of my estate, including at- 
torneys’ fees and EXECUTOR’S commissions and to satisfy the 
specific bequests provided for in Clauses Four and Five, 
then the bequests in Clause Four shall abate first, and if 
further abatement is necessary, the bequests in Clause Five 
shall next abate, and if my estate, exclusive of said stock, 
shall not then be sufficient for claims and expenses, my 
EXECUTOR is authorized to sell said stock or any part 
thereof to raise funds for such purposes and in that event 
I direct that the bequest of such stock made in Clause Six 
hereof shall next abate, it being my intention that the Trust 
provided for in Clause Seven hereof shall receive, so far as 
possible, a majority of the issued and outstanding shares 
of Ge aeock of the Company or of any 
corporation which may result from any reorganization of 
II istic Company as aforesaid. 


Abatement of stock with substitution of cash 12.6 


If my estate does not contain at my death sufficient shares 


oA 


‘of said stock of said _____ 





children,” should be avoided. In the case of Brunet y. 
Speckter, 34 Cal. 2d 105, 207 P2d 567, 11 ALR2d 1382, 
it was held that a devise of property to an individual 
“or his estate” in a holographic will showed an inten- 
tion by the testator to substitute others for the named 
devisee within the meaning of the California statutes. 
See also Annotation, “Devise or bequest to designated 
individual ‘or his estate,’ ‘or his children,’ ‘or his repre- 
sentatives,’ or the like (other than ‘or his heirs’), as 
subject to lapse in event of individual’s death before 
that of the testator,” 11 ALR2d 1387. 


aH. Company to satisfy in 
full the bequests set forth in Clause ___._______. and Clause 
, then the amount of such stock available for such 
enamentt shall be applied, as near as may be, pro rata, 
toward the bequests of said stock in said Clause 
and Clause _.___________, and for any deficiency under the 
number of shares set forth in any such bequest, the respec- 
tive beneficiaries of said stock shall receive the sum of 
TWENTY-FIVE DOLLARS ($25.00) per share in lieu of the 
number of shares, if any, so lacking. Provided that if, in 
such event, the number of shares of the common stock of 
sR Company has been increased or de- 
creased as set forth above in paragraph (a) of this Clause 
, the said sum of TWENTY-FIVE DOLLARS ($25.00) per 
share in lieu of the number of shares, if any, so lacking, 
shall be decreased or increased proportionately, inasmuch 
as I have named said sum of TWENTY-FIVE DOLLARS ($25.00) 
in lieu of the number of shares, if any, so lacking in view of 
the amount of the stock now outstanding. 


Simple lapse 12.7 


Provided, that if any one or more of the persons named 
in this clause shall not survive me, then the legacy to such 
person or persons shall lapse. 


Preventing lapse in residuary clause 12.8 


Whereas in this residuary Clause Seven I have provided 
for division of the residue of my estate into certain portions, 
each amounting to one-fourth (14) of said residue, in the 
event that there shall be a complete lapse or failure to take 
as to one or more of said shares, such failure shall operate 
to increase the remaining portions or shares of said resi- 
due in each instance to one-third (14) or one-half (14) or 
all, as the case may be. 


Shares to drop out 12.9 


In every case where I have provided above that a share 
shall go to the descendants, per stirpes, of any child or 
children of my sons or daughters and there be no such 
descendants living at my death, then the share which would 
have gone to such descendants if living shall drop out, 
thereby increasing proportionately the respective shares of 
the other takers hereunder. 


(To be continued in the next issue) 





EsTATE PLANNING ERRORS 


An Institute on Common Errors in Estate Planning was 
held January 11-12 under the sponsorship of the George 
Washington University Law School and the Committee on 
Continuing Legal Education of the District of Columbia Bar 
Association. Lawyers, trust officers and law professors par- 
ticipated in presenting the program under three broad caie- 
gories: errors in analysis of estate problems, tax traps and 
boomerangs, and drafting pitfalls. 
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FLEXIBILITY IN ESTATE PLANNING 


6679 \weE ImporTANCE OF FLEXIBILITY 

= an Estate Plan and Ways of 
Attaining It” was the theme of a talk by 
Professor A. James Casner of the Harv- 
ard Law School at a meeting on Novem: 
ber 19, sponsored by The National City 
Bank of Cleveland. Over 500 lawyers, 
life underwriters and accountants heard 
this well known estate planning figure 
suggest solutions to problems frequently 
confronted by them in their professions. 


The talk on flexibility in an estate 
plan was divided into three phases: 

“Flexibility during the donor’s life- 
time” dealt with steps that could be 
taken to minimize the impact of income 
tax as well as the Federal estate tax. The 
short-term trust (Section 673) and the 
interplay of Section 673, Section 674, 
Section 675 and Section 677 were high- 
lighted. While the results in income tax 
savings in these trusts are well known, 
the possible pitfalls must be considered 
or lasting inequities may be created. For 
example, Professor Casner suggested 
that a clause be incorporated that would 
terminate the trust not only at the end 
of the period but also at the death of 
the survivor of the children beneficiaries 
and the settlor’s wife. (See clause A, ap- 
pended.) Furthermore in the event the 
settlor does not live out the term of the 
trust, adequate flexibility should be in- 
corporated to make certain that the 
settlor’s wife would have income bene- 


fits. 


Another phase discussed occurs where 
the children beneficiaries may die be- 


fore the expiration of the term. Lan- 


guage could be incorporated so that a 
separate fund could be established for 
the settlor’s wife designated “Accumu- 
lated Income,” and on termination of 


| the trust would be paid over in one 


amount to the settlor’s wife or her estate. 
This arrangement would with but a few 
exceptions fall within the escape clause 
of Section 665(b)4. The advantage of 
income tax savings as to husband and 
wife would still be maintained during 
the operation of the trust. 


It was of further significance that 
many of the problems in this form of 
trust arose through the use of family 
members as trustees. 


The second section of the presentation 
deali with “Flexibility on the donor’s 
deat!i.” Professor Casner pointed out 
numerous provisions that could be in- 
Cuded in wills and trusts that might 
aid in the administration of individual 
estates. For instance, some provisions 
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may be designed to protect the executor 
from family friction by giving him cer- 
tain directions in the selection of assets 
(Clause B) and the timing of the valu- 
ation of the assets for estate tax pur- 
poses (Clause C), as well as provisions 
that would allow the disinterested execu- 
tor to choose whether certain deductions 
shall be taken as income tax or estate 
tax deductions (Clause D). He dis- 
cussed rather thoroughly the various 
marital deduction clauses now in use 
and indicated that a formula clause, 
when properly drafted, would not pose 
too great an administrative problem and 
would assure the surviving spouse the 
full marital deduction. 


In cases where both spouses have sub- 
stantial estates and the full marital de- 
duction is desired to be taken, a pro- 
vision was discussed whereby a spouse 
must survive for six months before the 
marital deduction bequest would vest, 
and if the spouse did not so survive a 
formula was suggested that would equal- 
ize both estates (Clause E) — thus sav- 
ing dollars that would unnecessarily be 
spent had full marital deduction been 
taken, thereby pyramiding the tax of the 
survivor. A formula of this nature would 
of course be used only if mathematical 
calculations had indicated that a de- 
sirable result would occur in the overall 
estate picture. 


The third topic discussed was “Flexi- 
bility after the donor’s death.” Once 
again sample provisions were discussed 
and the use of limited powers of ap- 
pointment by beneficiaries to aid in 
the flexible distribution of assets was 


highlighted (Clause F). 


SAMPLE CLAUSES 


A. This trust shall terminate ten years 
from the date of its creation unless S 
(settlor’s son) and W (settlor’s wife) 
both die prior to that time, in which case 
the trust shall terminate on the death of 
the survivor of S and W. During the con- 
tinuance of the trust, the net income 
shall be held or disposed of as follows: 


1. While the settlor is alive: 

a. The net income shall be paid to 
S during his lifetime; and 

b. On the death of S, the net in- 
come may be paid to W, from time to 
time, in such amount or amounts as 
the trustee in his uncontrolied dis- 
cretion may determine, any net income 
not paid to W shall be placed in a 
separate fund to be designated “ac- 
cumulated income” and on the termi- 
nation of the trust, the “accumulated 
income” shall be paid to W or her 
estate. 





Left to right: William L. West, vice presi- 
dent of The National City Bank of Cleve- 
land, who presided at the November 19 
meeting; Professor A. James Casner of the 
Harvard Law School (speaker); and Rus- 
sell E. Vunderink, assistant vice president, 
in charge of arrangements for the meeting. 





2. While the settlor is not alive: 


a. The net income (including the 
net income from the “accumulated 
income”) shall be paid to W during 
her lifetime; and 

b. On the death of W, the net in- 
come shall be paid to S. 


B. If my disinterested executor in 
good faith decides that there is uncer- 
tainty as to the inclusion of particular 
property in my gross estate for federal 
estate tax purposes, he shall exclude such 
property from my gross estate in the 
estate tax return. My disinterested ex- 
ecutor shall not be liable for any loss 
to my estate or to any beneficiary, which 
loss results from his decision made in 
good faith that there is uncertainty as 
to the inclusion of particular property in 
my gross estate. 


C. The decision of my disinterested 
executor as to the date which should be 
selected for the valuation of property in 
my gross estate for federal estate tax 
purposes shall be conclusive on all con- 
cerned. 


D. When a choice is available as to 
whether certain deductions shall be taken 
as income tax deductions or estate tax 
deductions, the decision of my disinter- 
ested executor in this regard shall be 
conclusive on all concerned and no ad- 
justment of income and principal ac- 
counts in the estate shall be made as a 
result of such decision. 


E. For the purposes of this estate tax 
marital deduction trust, in determining 
whether my said wife survives me, if the 
order of our deaths cannot be established 
by proof, my said wife shall be deemed 
to have survived me. If my said wife 
does not survive me by six (6) months, 
however, the amount placed in this es- 
tate tax marital deduction trust shall be 
reduced by a sum equal to one half of 
the value of that portion of the gross 
estate of my said wife as does not in- 
clude therein any items which qualify 
for the estate tax marital deduction in 
determining my taxable estate for fed- 
eral estate tax purposes. 


F. The trustee, from time to time, 
shall pay the princ‘pal to, or hold the 
same for the benefit of, such one or 
more of my said son’s issue living from 
time to time, in such amount or amounts, 
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Fiduciary Service in 
Western 
Massachusetts 


This Bank, through over 
seventy years of experience, 
is well qualified to act in all 
matters of trust administra- 
tion and invites correspon- 
dence from other banks and 
bankers. 
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Springfield Safe Deposit 
and 
Trust Company 


SPRINGFIELD, MASSACHUSETTS 


Branches in East Longmeadow 
and Monson, Mass. 


Member Federal Deposit 
Insurance Corporation 









































as my said son may appoint by a deed 
or deeds delivered to the trustee in the 
lifetime of my said son. In the exercise 
of this power to appoint by deed, my 
said son may make an appointment that 
is immediately effective to confer bene- 
fits on the appointee or may make an 
appointment which postpones until his 
death such benefits; he may appoint 
outright or in trust; he may select the 
trustee or trustees if he appoints in 
trust; he may create new powers of 
appointment in a trustee or trustees or 
in any other appointee; he may, if he 
appoints in trust, establish such admin- 
istrative powers for the trustee or trus- 
tees as he deems appropriate; he may 
create life interests or other limited in- 
terests in some of the appointees with 
future interests in favor of other ap- 
pointees; he may impose lawful condi- 
tions on an appointment; he may ap- 
point to one or more of the objects of 
this power to the exclusion of other ob- 
jects and he may appoint different types 
of interests to different objects; he may 
impose lawful spendthrift provisions; 
and generally he may appoint by deed 
in any manner, provided always, how- 
ever, that no appointment shall benefit 
directly or indirectly one not an object 
of this power. 
A A A 
Fiduciary Association Elections 


Cook County (Ill.) Corporate Fiduciary 
Association: 


President: Roger B. Brinkman, vice 
president, LaSalle National Bank 


Vice Pres.: William T. McManamon, 
assistant trust officer, National Bank of 
Austin 


Secy.-Treas.: Frank J. Murphy, as- 
sistant trust officer, Chicago City Bank 
& Trust Co. 


Ohio Fiduciaries Research Association: 

President: H. A. Minnich, vice presi- 
dent, Central National Bank of Cleve- 
land 


Secretary: Robert E. Sipes, National 
City Bank of Cleveland 


Treasurer: Theodore P. Learn, trust 
officer, Central Trust Co., Cincinnati 


Trust Section, Tennessee Bankers Asso- 
ciation: 
President: J. William Coles, trust offi- 
cer, First American National Bank, 
Nashville 


Vice Pres.: Postell Hebert, vice presi- 
dent and trust officer, Union Planters 
National Bank, Memphis 


Secretary: William L. Richmond, trust 
officer, National Bank of Commerce, 
Memphis. 

A A A 

® Arrangements have been completed for 
Security Trust Co. of Florida, Miami, to 
handle the trust department business for 
People’s National Bank, Miami Shores, 
American National Bank, North Miami, 
and Peoples Bank of North Miami Beach. 
A representative of Security Trust will 
be sent to the banks of call as needed. 





1957 Calendar of Meetings 


Feb, 4-6 — Mid-Winter Trust Confer- 
ence, A.B.A., New York City 

Apr. 5 — Pennsylvania Bankers Trust 

_ Conference, Penn-Harris Hotel, Har- 
risburg 


Apr. 25 — Trust Companies Association 
of Canada, Toronto 

May 5-7 — Connecticut Bankers Short 
Trust Course, Storrs 

May 9-11 — American Bar Association 
Regional Meeting, Denver 

May 20-22 — Mississippi Bankers Asso- 
ciation Trust Division, Buena Vista 

May 22 — Trust Conference, Connecticut 
Bankers Association, Waverly Inn 

May 27-31 — American Institute of 
Banking, Richmond, Va. 


June 10-22 — Graduate School of Bank- 
ing, Rutgers University 


June 23-29 — Pennsylvania Bankers 
Trust Training School, Penn State 
University 


June 30-July 3 — Million Dollar Round 
Table, White Sulphur Springs 

July 12-16 — American Bar Association, 
New York City 

July; 24-31 — American Bar Association, 
London 

Aug. 25-Sept. 6 — Pacific Coast School 
of Banking, U. of Washington, Seattle 

Sept. 22-25 — American Bankers Asso- 
ciation, Atlantic City, N. J. 

Sept. 29-Oct. 4 — Financial Public Rela- 
tions Assn., Chicago 

Oct. 7-10 — National Association of 
Bank Women, Boston 

Oct. 10-11 — Western Regional Trust 
Conference, A.B.A., Portland, Ore. 

Nov. 21-22 — Mid-Continent Trust Con- 
ference, A.B.A., New Orleans 





Six Added to GSB Trust Faculty 


Of the twenty new lecturers for The 
Graduate School of Banking’s summer 
session at Rutgers next June, six are on 
the faculty of the Trusts major: Eugene 
D. Bagely, C.L.U., Director of Special 
Services Division, Equitable Life Assur- 
ance Society of the U. S., New York; 
Charles W. Buek, vice president, United 
States Trust Co., New York; William J. 
Copeland, vice president, Peoples First 
National Bank and Trust Co., Pitts- 
burgh; Reese H. Harris, Jr., senior vice 
president, Connecticut Bank and Trust 
Co., Hartford; Thomas H. Kiley, presi 
dent, Second National Bank, Wilkes- 
Barre, Pa.; and William E. Murray of 
Cadwalader, Wickersham & Taft, New 
York. 
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12th District Surveys 
Trust Departments 


The 22 trust departments which par- 
ticipated in the annual survey conducted 
by the California Bankers Association 
had 1955 net earnings before income 
taxes equal to 19.8% of total earnings. 
This compares with 14.5% reported in 
the 1954 survey,* but the Federal Re- 
serve Bank of San Francisco, which 
compiled the data, points out that the 
two surveys are not strictly comparable 
as. for one thing, the sampling differed 
from that in previous years. 


These departments in the 12th Dis- 
trict reported private trusts as_ their 
main source of income, excepting those 
departments with incomes of $300-750.- 
000 where revenues from court trusts 
made up almost half of total income. 
For all groups the major expense was 
for salaries and related outlays. 


The dollar class intervals used this 
year are slightly changed. Since there 
were too few respondents in the under 
$100,000 size class, this group has been 
combined with the $100-$299,000 class. 


The ratios given here do not neces- 
sarily define ideal operating standards, 
the FRB Research Department points 

They represent simply composite 
experience. Substantial departure from 
these averages by a single institution 
may indicate either favorable or un- 
favorable operating conditions, and 
should be judged only after careful 
analysis of the difference. 


*See Sept. 1955 T&E, p. 733. 


1. The percentages given in both tables 
are arithmetic averages of individual 
bank ratios. The operations of each bank, 
regardless of size, have equal weight in 
determining the percentages. 


2. Items within each classification of 
income and expense are adjusted to com- 
pensate for those trust departments 
which did not give a breakdown on these 
items. 


TABLE I 


INCOME AND EXPENSES AS 
PERCENTAGE OF TOTAL INCOME 
OF ALL ACCOUNTS! 


(By size in thousands) 

































































































Under $300- Over ait 
hon $300 $750_| $750 | banks 
Number of banks 8 5 9 22 
INCOME 2/ (Commissions, fees & charges) 
From Court Trusts: 
Estates in probste. 25.1 26.7 16.0 22.6 
Testamentary trusts 16.0 17.6 16.9 16.9 
Guardianships..ses.. 6.0 369 2.5 4el 
Depositary under Co: 0.3 0.3 0.7 0.4 | 
Total Court Trusts. L724 48.5 36.1 44.0 
From Private Trusts: 
Personal trusts..cccccescecssees cog 3649 22.6 25.5 28.3 
Pension and profit-sharing trust: ] 3.1 1.8 2.3 2-4 
Personal agencies.esees 2.7 14.0 6.7 £.5 
Custodian accounts. ee. 5.1 1.8 | 11.6 | 6.2 | 
Total Private Trusts. 47.8 40.2 | 46.3 45-4 
Prom Corporate Trusts: | 
Trusts under indentureSscessseseseeres 1.9 2.6 | 3.9 2.8 
Stock transfer and registration. 2.7 Toh 9.7 6.6 
Other corporate trust accounte.. 0.2 | 1.3_ 2.0 1.2 
Total Corporate TrustSeccecsess cod 408 | 11.3 [15.6 | 10.6 | 
TOTAL INCOMEscecsececececceceeeees 100.0 | 100.0 | 100.0 | 100.0 
| | 
EXPENSES 2/ | | 
Salaries and related expenses. 56.0 54.6 | 58.1 56.2 
Occupancy of quarterseceeee 4.2 4.7 | 4.6 4.5 
Furniture and equiment. 1.3 2.2 269 2.1 
oe 1.6 1.7 2.5 1.9 
Pestage, insurance & other mail chgs...4| 1.2 1.4 0.7 1.1 
Telephone and Telegraphsees . 0.5 1.1 0.9 0.8 
Advertising. cocscccesoceces eee 1.8 1.1 1.4 1.4 
Directors’ and Trust Committee Pees...) 0.8 0.5 0.3 0.6 
lepal and Professional fees. . 0.7 0.2 0.5 0.5 
Information services 1.1 0.3 0.4 0.6 
Examination6.ecccsesseee 0.5 0.4 0.2 Ou 
Other direct expensesece 2.1 2.5 2.8 2.5 
EXPENSES BEFORE OVERHEAD. 71.8 70.7 75.3 72.6 
Overhead. secccscccccccceccsese eee 7.2 6.3 904 7.6 
TOTAL OPERATING COST. +eeeceeseseesl 79.0 77.0 | 84.7 | 80.2 
TRUST DEPARTMENT NET EARNINGS 
(Before income taxes) seccesseeecerseses| 2.0 23.0 15.3 19.8 


INCOME AND EXPENSES AS 
PERCENTAGE OF TOTAL INCOME 
IN EACH ACCOUNT! (11 Banks) 


Item 


Court trust 
accounts 

Private trust 
accounts 

Corporate trust 
accounts 

All accounts 








INCOME (Commissions, fees & charges) 
From Court Trusts: 
Estates in probate.cccccssescces 
Testamentary trusts.cces Prrrrrrt 
Guardianships. seccceccsscceceess 
Depositary under Court Order.... . 
Total Court Trusts.ecccccececs 4205 
From Private Trusts: 
Personal trustseccccccecesccsece 
Pension and profit-sharing 
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Personal agcncicSsesescecscscces 2 
Custodian accountSe.scccesscesece BY 
Total Private Trusts.ccosceees 4,520 
From Corporate Trusts: 
Trusts under indenturesececesese 29.7 
Stock transfer and registration. 57.0 
Other corporate trust accounts.. 13.3 
Total Corporate Trusts.ccocese 
TOTAL INCOMEsscccccccceces oe 
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EXPRISES 

Salaries and related expenses.eese 
Occupancy of quartcrs.cccccces seco 
Furniture and equipmentscesees eevee! 
Supplies. cccosscccsescccscccesesese 
Postage, insurance & other 

mail chargesececcecesee eeeccccece 
Telephone and Telegraph.ecesecees el 
Advertising. cccccccccccccccs eee 
Directors' and Trust Committee 


w 
rPOO NYFN 


. > 
Ban NRW 
w 


HOO NUFO 
ee freee 





_s wonrwvo 
: 
Frew 


Pes 
swoon noon 
roo yer 





. 


SFR Bor 


. 
Legal and Professional tees. eeeccee 
Information services.cssces 
ExaminationSecesscccee eee 
Other direct expenseBsecccccccceses 
EXPENSES BEFORE OVERHEAD.» eee 
Overhead. ceccceceses oeeececcoccees 
TOTAL OPERATING COST. sccsses 

TRUST DEPARTMENT NET EARNINGS 
(Before income taxes) secsesesses 
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Trust Department Installs 
Machine Accounting 


Installation of new machine account- 
ing equipment is in progress in the trust 
department of United States National 
Bank, Portland, Ore. It is expected that 
trust accounting will be handled com- 
pletely on the new equipment by April 1, 
1957. 

The plan started last February, when 
the trust department was asked to con- 
sider acting as agent for the Oregon- 
Washington Carpenters Employers 
Health & Welfare Fund. This would in- 
clude keeping records of hours worked 
by each carpenter, money received in 
the fund, eligibility for benefits and 
processing claims for benefits for ap- 
proximately 12,000 names. 


Trust installations in Chicago, Los 
Angeles, San Francisco and Seattle were 
investigated. The information on cash 
and asset ledgers had to be transferred 
to cards that could be used in the new 
machine equipment. Space had to be 
allotted for the machines. Most import- 
ant, men experienced in this type of 
accounting and in mathematics had to 
be hired. These included a high school 
mathematics teacher who became assist- 
ant to the new department head. 
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An Experienced 
Tennessee Fiduciary 





NASHVILLE, TENNESSEE 
Member Federal Reserve S;.em — Member Federal Deposit Insurance Corporation 
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COMMERCE UNION BANK 





MEMO: 


to Senior Trust Officers 
and Estates’ Attorneys 


Refer: 
SOUTH FLORIDA 


estate inquiries and 
ancillary administration 
matters direct to 


RRS. 


THE FIRST NATIONAL BANK 
IN FORT LAUDERDALE 








January 1957 








The Central Trust Facility of 
Southeastern Florida 
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ON THE PUBLICITY 
FRONT 


Newspaper & Magazine Advertising 


“Executives Usually Have Larger Es- 
tates Than They Realize,” announces the 
heading of a Guaranty Trust Co., New 
York, ad in a national magazine. It 
points out that “estates of businessmen 
often lose benefits because of absence 
of professional guidance. Some benefits 
are lost simply because the executive 
does not appreciate his actual worth.” 
Developing the theme that “many busi- 
ness executives believe that trust and 





HOW MUCH 


YOUR 


ESTATE WORTH? 


IS 


it may be larger than you 
think. Use this table to 
list your assets. 


Cash and Security 
investments 


Savings Account 


Life Insurance 
(personal policies) 


Life Insurance 
(company group 
policy) 


Real Estate 


Household Effects 
and Personal 
Property (automo- 
bile, furniture, 
paintings, coin or 
stamp collections, é 
etc.) 


Profit-Sharing t 
Benefits 


Pension Benefits 
Social Security 
Stock Options 


Other 


TOTAL $ 


_ After determining your tota/ assets, it 
may be worth your while to seek the 
advice of your atiorney and the trust 
officer of your bank. 











Checklist in Guaranty Trust Co. Ad. 





estate planning is only for the man of 
above average means,” the ad quotes a 
recent article from TRUSTS AND ESTATES 
to the effect that many executives have 
more assets than they realize. It pro- 
vides a chart on which the reader can 
add up his assets of various kinds, and 
advises the reader to seek the help of his 
attorney and trust company “because: 
He will be able to develop a practical 
plan for his lifetime and for his estate. 
. . He can receive help in avoiding tax 
pitfalls . . . He can receive guidance on 
current investment trends .. .”. A book- 
let is offered on “Questions to Consider 
in Planning the Distribution of Your 
Property.” 


“For a better way to protect your 
nest egg talk to the people at Chase 
Manhattan,” advises the new “nest egg” 
campaign of Chase Manhattan Bank, 
New York. One of the ads, shown here, 
pictures a businessman trying to relax 
in his home while “protecting” his nest 
egg by keeping it chained to his ankle. 
Text reads: “Even a nest egg of modest 
size can be an enormous headache if 
you tend it yourself . . . That’s one 
reason why Chase Manhattan has a 
Trust Department. A more important 
reason is to help you keep your nest 
egg intact, and to make plans with you 
for ultimately conveying it to your heirs 
with as little confusion and tax loss as 
possible. . .” Another ad, which carries 
the same text, shows the nest egg occu- 
pying a steamer chair next to a man 
and his wife who are on vacation. There 
were six such ads in color with media 
including the New Yorker and the New 
York Times Magazine. 


“The trust department is her depart- 
ment .: .” remarks an ad of State Plant- 
ers Bank of Commerce & Trusts, Rich- 
mond, Va., which pictures an “attractive 
lady” who “knows how to save time and 
money.” The text tells how smart she 
is to have discovered the advantages of 
the trust department, mentioning certain 
services she uses, and offers the reader 
a booklet. 


“Your First Grandchild”—pictured in 
his bassinet with Grandfather proudly 
presenting a pair of boxing gloves— 
gives First National Bank of Chicago 
an opportunity to suggest will review. 


“Will your widow have enough life 
insurance for all these needs?” asks an 
ad of First National Bank, Birmingham, 
which pictures five typical situations. 
These are the expenses of the last ill- 
ness; taxes, settlement costs, mortgages 
or other debts; enough income to rear 








Life 
Insarance 
we ALL 


these needs? 

















A quarenteed income that wii! 
enable your wile to hve in reasco- 
able comfort 


Any husband and father—even one with a modest income from salary or wages 
—can make sure that these needs will be met by the purchase of life insurance. It 
can be bought in a few minutes time, with full protection starting the day that the 
contract is signed. 

We do not sell life insurance and have no affiliation with any life inurance 


sinclude more life insurance in your estate before it is too late. 


The Bank with Drive-lns and Parking 
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the children; resources to insure their 
education; and a guaranteed income for 
the wife. 


“Men of Experience” is the theme of 
an ad from Montreal Trust Co., Mon- 
treal. The theme appears in heavy type 
on one side of a bracket, while four 
short paragraphs on the other side de- 
scribe the training and business experi- 
ence of the trust officers. 


“What keeps a good employee on the 
job?” inquires an ad from Citizens & 
Southern National Bank, Atlanta, which 
is directed primarily to other banks. 
The answer offered is profit-sharing and 
the use of this institution’s pooled fund. 


“Are you making investment slip-ups 
like this?” asks an ad from Harris Trust 
& Savings Bank, Chicago, which pic- 
tures the waste basket into which “im- 
portant notices get thrown away as junk 
mail.” The lead-in is the story of a man 
on vacation who got home too late to 
exercise a warrant to buy additional 
stock at a favorable price. 





From one of Chase Manhattan Bank’s ad 
series on “nest eggs.” 
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Seasonal Advertising 


An unusual note is struck by the “Let 
us keep Christ in Christmas” title of an 
ad from Continental Bank & Trust Co., 
Salt Lake City. Starting from the story 
of the Wise Men bringing gold to the 
King of kings, which is attractively pic- 
tured, the ad comments that “Banks 
function for the benefit of society .. . 
Banks must be wise and just administra- 
tors, operating according to Christian 
ethics, for society needs them and their 
resources to help defend our way of 
life .. . Banks can discharge their proper 
functions only if Christian principles 
are the basis for their dealings; and 
Christian principles can motivate banks 
only if bankers fulfill their duties to the 
King of kings .. .” 


The New Year was selected by United 
States National Bank, Portland, Ore., 
as the occasion for a greeting from the 
trust department to customers and pros- 
pects. A special New Year’s Greetings 
folder brought wishes for “good fortune 
and good health” from the officers and 
staff of the trust department. The fifteen 
officers were pictured in the folder. 





to enjoy the peace of mind that 
a man feels when he has drawn 
his Will and named an experi- 
enced Executor to look after his 
family’s interests in the future. 
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till to be of service to you, your attor- 


eS next year. - See ney and your family. Why not 
oe 2B 


NATIONAL NEwarRK & Essex 
Banking Company 


make an appointment now to 
discuss the business and financial 
side of your estate? 


NEW JERSEY’S ELRST BANK 


NEWARK BLOOMFIELD EAST ORANGE 
SOUTH ORANGE ORANGE CALowetL 


MONTCLAIR 
CEDAR GROVE 











“Don’t wait till next year...” warns 
an ad of National Newark (N.J.) & 
Essex Banking Co., which pictures the 
twelve signs of the zodiac. The advice 
relates to enjoying “the peace of mind 
aman feels when he has drawn his will 
and named an experienced executor. . .” 
The picture is so unusual it draws at- 
tention and the text is so short it can 
be read at a glance. 


“The thoughts that really count at 
the New Year” as set forth in an ad of 
The Northern Trust Company, Chicago, 
are those which deal with the review of 
one’s affairs . . . banking arrangements, 
experienced specialists to handle invest- 
ments, naming an experienced corporate 
executor and trustee. A copy of the 
ad. with color picture of a family 
gaihered around the hearth-fire in the 
Holiday season, was sent out with the 
annual report to stockholders. 


January 1957 





LAWRENCE D. BELL, founder and chair- 
man of Bell Aircraft Corp., left the bulk 
of his estate ultimately for the benefit of 
Buffalo Foundation. To the high school 
in his home town of Mentone, Ind., the 
dean of the country’s aviation executives, 
who developed the first U.S. jet and other 
pioneer flight ideas, bequeathed memen- 
toes, models and similar items identified 
and segregated in a room in his home, 
directing his executor, an attorney, to 
defray transportation costs. From the 
rest of his personal belongings he gave 
his secretary the first choice of items 
aggregating $2,000 appraised value, his 
housekeeper being given a like second 
choice. 


One-half of Mr. Bell’s interest in real 
and personal property in California 
goes to a brother for life, then to a 
sister for life. They also receive life 
estates in the other half in reverse order. 
A trust of $75,000 is set up with Manu- 
facturers & Traders Trust Co. of Buffalo 
to pay the income to the housekeeper for 
life or until her remarriage in which 
event she is to receive $10,000 principal. 
A $20,000 trust is established for the 
Foundation, in memory of brother Grover 
— himself a pioneer aviator — with the 
income to provide annual awards for 
outstanding contributions to helicopter 
development. 


Out of the residue, one share is placed 
in trust for Mr. Bell’s former wife until 
her death or remarriage; two shares for 
the sister for life; two for the first named 
brother for life with one-half the income 
to his wife; two for a second brother 
for life with remainder to his issue; two 
shares outright among the children of 
another deceased brother; one share in 
trust for the secretary with half the in- 
come continued for her daughter; and 
two shares, together with all remainders 
of the foregoing bequests except as other- 
wise stated, in trust for the Foundation 
to be used in indicated proportions for 
named charitable purposes. All taxes im- 
posed by reason of death are to be 
charged against the residue. 


GEORGE BANCROFT, motion picture actor 
whose career stretched from the silent 
era down to the last decade, left his en- 
tire estate other than personal effects in 
trust for his wife for life. After her 
death the income will be paid to their 
daughter who will receive one-third of 
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the principal at age 50. Upon her death 
the trust will be distributed to her issue 
by right of representation, but if none is 
then surviving, the fund will be divided 
one-half each to Mr. Bancroft’s heirs and 
Mrs. Bancroft’s heirs. The trustee, Bank 
of America N.T.&S.A., also named as 
executor with the widow, is given abso- 
lute discretion to distribute part or all 
of the principal to a beneficiary then en- 
titled to the income if in its judgment 
the income is insufficient for her proper 
support, maintenance, comfort, education 
and recreation, taking into consideration 
other resources known to the trustee. In 
disposing of his wife’s community prop- 
erty as well as his own, Mr. Bancroft 
urged her to accept the provisions of the 
will rather than to elect her rights under 
the law, otherwise the benefits under the 
will would be limited to the personal ef- 
fects. In fact, she executed a written 
assent contemporaneously with the will. 


WE WANT MONEY! 


We're Willing To Pay For It! 


OLD STYLE 
U. S. Large Size Paper Money 





ROLLS OF BRAND NEW COINS 
1¢, 5¢, 10¢, 25¢, 50¢ 
Prior to 1956 


GOLD COINS 
$1.00, $2.00, $3.00, $4.00 
$5.00, $10.00, $20.00, $50.00 


Collections of U. S., Foreign and 
Ancient money from estates or 
private collectors purchased for 
cash, 
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CHECK YOUR FILES — LOOK 
THROUGH YOUR VAULTS — 
AND CONTACT US. 
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ESTATE TAX 


Value of decedent’s widow’s interest 
in joint annuity includible in estate. De- 
cedent had right under group annuity 
contract purchased by his employer to 
elect to receive reduced amount which 
upon his death would be paid to his wife 
for life. Election was required to be 
made before annuity commencement date 
or retirement date, whichever was earl- 
ier. Such election could be changed or 
revoked with insurance company’s con- 
sent. However, consent of joint annuit- 
ant was not required. Decedent exercised 
election in 1946. He retired in 1948 and 
died in 1950. Commissioner included 
value of joint annuitant’s interest in de- 
cedent’s gross estate on ground that he 
had retained right either alone or in 
conjunction with another to designate 
person who shall enjoy property. 


HELD: For Commissioner. At time of 
his death, decedent had right, with con- 
sent of insurance company, to revoke 
election or change joint annuitant. Fact 
that insurance company had actually re- 
fused previous requests for changes after 
payment to employee annuitants had be- 
gun was considered immaterial. Reten- 
tion of right to revoke or change elec- 
tion made transfer one taking effect at 
death, and it is includible in gross estate. 
A. S. Davis, Exrx. v. Comm., 27 T.C. No. 
41, Nov. 28, 1956. 


Interest allowed on second refund made 
after credit for state death taxes allowed. 
Credit for state death taxes was claimed 
on estate tax return. Return was exam- 
ined and deficiency in tax was asserted 
by Commissioner. In Tax Court proceed- 
ing, net estate was reduced and over- 
payment in taxes resulted. It was stipu- 
estate upon proof of payment of state 
death taxes for which credit had been 
claimed. Stipulated overpayment was 
made with interest. When proof of pay- 
ment of state death taxes was submitted, 
another refund was made but without 
interest. Section 813(b) of 1939 Code 
(6611(a) (b) of 1954 Code) provides that 
refund based upon credit may be made 
if claim therefor is filed within statutory 
period and that any such refund will be 
made without interest. Executors insti- 
tuted action in Court of Claims for in- 
terest. 
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FEDERAL TAX NOTES 


SAMUEL J. FOOSANER 
Foosaner, Saiber & Schlesinger, Newark, New Jersey 


HELD: For estate. Refund resulted 
entirely from overstatement of net tax- 
able estate in return. Credit for state 
inheritance taxes had nothing to do with 
refund; in fact, it reduced it in final 
computation, since 80% limitation on 
amount of credit reduced net amount 
allowable. J. P. Morgan & Co. v. U. S., 
Ct. Cl. No. 583-53, Nov. 7, 1956. 


GIFT TAX 


Transfer to minors in trust which 
granted discretionary power to trustee 
to invade corpus and possible distribu- 
tion to other than minor or his estate. 
held to be gift of future interest. Donor 
conveyed certain property in trust for 
support and education of his two minor 
grandsons. Trustee was given discretion- 
ary power to invade corpus for benefici- 
aries’ interests. If more was spent for 
one beneficiary than other, advance was 
not required to be offset against his dis- 
tributive share. Trust was to continue 
until younger beneficiary reached twenty- 
one, at which time trust property was to 
be divided equally. If neither beneficiary 
attained age of 21, corpus was to be 
distributed to donor’s daughter. Com- 
missioner disallowed exclusions claimed 
by donor. 


HELD: For Commissioner. Gift was 
not of an immediate interest. Because of 
condition of surviving to 21, gift could 
not be consumed until later date when, 
possibly, one or both of primary bene- 
ficiaries might be dead. Enjoyment of 
corpus was further dependent upon trus- 
tee’s discretion. Amount beneficiary 
would receive was indefinite because of 
provision against offsetting advance- 
ments in trustee’s discretion and condi- 
tion of survivorship. Thus, transfer to 
trust did not convey to beneficiary im- 
mediate gift, but one of future interest 
against which annual exclusions are not 
allowable. W. S. Glenn, Jr., Exr. v. Pitts, 
D.C. W.D. S.C., Nov. 14, 1956. 


INCOME TAX 


“Currently distributable” income with- 
held pending outcome of litigation is tax- 
able to beneficiary. Under terms of trust, 
income was payable semi-annually to 
beneficiaries. Payments were withheld 
by trustee pending outcome of litigation 
disputing validity of trust. Trustees 


claimed deduction for amounts distribu- 
table. Deduction was disallowed by Com- 
missioner. Tax was paid and successful 
suit for refund was brought in District 
Court. Commissioner appealed. 


HELD: District Court affirmed. Bene- 
ficiaries had right of property in income 
arising during taxable year. Such income 
is regarded for tax purposes as income 
which beneficiaries owned. Trustees were 
thus mere agents to collect and transmit 
income to them. Decision by trustees to 
withhold income pending outcome of liti- 
gation, even though in good faith, can- 
not alter clear terms of trust making it 
distributable. U. S. v. Higginson, et al., 
1st Cir., Nov. 16, 1956. 


Corporate promissory note constitutes 
corpus of profit-sharing trust. Taxpayer, 
on accrual basis with fiscal year ended 
September 30, executed profit-sharing 
plan on September 30, 1952, to be effec- 
tive as of that date. Company delivered 
its demand promissory note for $20,000 
to trustee. There was sufficient cash on 
hand to pay note and it was paid on 
October 30, 1952. Commissioner disal- 
lowed deduction for payment into trust 
on ground that there was no existing 
trust since demand note could not be 
legally regarded as corpus. 


HELD: For taxpayer. Under local 
law, trust could validly exist where ini- 
tial payment is made within 60 days 
after close of taxable year of accrual 
pursuant to Section 23(p)(1)(E) of 
1939 Code (404(a)(6) of 1954 Code). 
Moreover, where promise under seal 
without consideration is binding under 
local law, it validly constitutes corpus 
of profit-sharing trust. Tallman Tool & 
Machine Corp. v. Comm., 27 T.C. No. 29, 
Nov. 27, 1956. 


REVENUE RULINGS 


Estate Tax: Expenses for maintaining 
decedent’s house for benefit of surviving 
relatives are not administration expenses. 
Decedent directed that her house be kept 
open after her death in order to furnish 
sufficient time for proper distribution 
and sale of its contents. State probate 
court construed this provision as author- 
izing expenses incurred to keep up home 
for benefit of relatives of decedent. Num- 
ber of servants were kept employed and 
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other similar expenses normal to com- 
fortable living were incurred. 


Service holds that household expenses 
allocable to upkeep of premises for per- 
sonal benefit of surviving relatives of 
decedent pursuant to direction in will 
have no relationship to estate admini- 
stration and are not allowable admini- 
stration expenses. Rev. Rul. 56-604, I.R.B. 
1956-48, p. 82. 


Income Tax: Income from trust tax- 
able to grantor where corpus reverts to 
estate upon his death and his life ex- 
pectancy is less than 10 years. Service 
has ruled (Rev. Rul. 55-34, C.B. 1955-1, 
p. 226) that where grantor of trust has 
reversionary interest in corpus, income 
therefrom will not be taxable to him un- 
der Section 673(a) of 1954 Code if his 
life expectancy, according to appropri- 
ate United States life and actuarial 
tables, is more than 10 years at date of 
transfer. 


However, Service further rules that 
grantor is taxable on income from that 
portion of trust attributable to property 
added to trust after its creation and 
within 10 years prior to its termination 
date as measured by grantor’s life ex- 
pectancy on date of addition. Rev. Rul. 
56-601, I.R.B. 1956-48, p. 80. 


Estate Tax: Extent of marital deduc- 
tion where widow elects bequest in lieu 
of interest in community estate. Dece- 
dent created testamentary trust for 
benefit of wife. Trust qualified for mari- 
tal deduction. However, under local com- 
munity property law, wife must make 
election between her interest under will 
and her interest in community estate. 


Service rules that fact that surviving 
spouse is put to election as between 
property interest under will and prop- 
erty interest to which she is otherwise 
entitled, will not of itself defeat marital 
deduction. If wife elects bequest, interest 
is considered as having “passed from 
the decedent to his surviving spouse.” 
Marital deduction will be allowed to ex- 
tent such interest exceeds value of in- 
terest relinquished. Spec. Rul., Nov. 21, 
1956. 


Estate Tax: Full proceeds of veterans’ 
life insurance includible in gross estate 
in community property states. Supreme 
Court in Wissner, et. al. v. Wissner, 338 
U. S. 655, ruled that proceeds of life 
insurance policies issued under various 
veterans’ acts are not subject to com- 
munity property laws of any state. 


Service, therefore, rules that full value 
of proceeds of such insurance is includ- 
ible in deceased veterans’ gross estate 
for Federal estate tax purposes. Rev. 
Rul. 56-603, I.R.B. 1956-48, p. 82. 


Estate Tax: Amounts paid under state 


workmen’s compensation acts not includ- 
ible in estate. Decedent died from occupa- 
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tional disease, contracted in course of 
employment. Under state law, decedent’s 
surviving spouse was awarded compen- 
sation benefits. 


Service rules that right to compensa- 
tion conferred by statute upon surviving 
relatives or dependents is not vested in 
employee. Inasmuch as decedent had no 
interest in benefits at date of his death, 
value of award is not includible in his 
gross estate. Rev. Rul. 56-637, I.R.B. 
1956-50, p. 16. 


Estate Tax: Interest on deficiency at- 
tributable to inclusion of reversionary or 
remainder interest. Where value of re- 
versionary or remainder interest in 
property is included in value of gross 


estate, payment of tax attributable 
to such interest may, at executor’s 
election, be postponed until 6 months 
after termination of precedent interest. 
Section 6601(b) of 1954 Code provides 
that where such postponement is allowed, 
interest is payable at rate of 4% in 
lieu of normal 6%. Issue is raised 
whether such 4% rate applies to tax at- 
tributable to remainder interest in those 
cases where tax arises by way of defici- 
ency. 


Service rules that Section 6601(b) ap- 
plies to tax arising by way of deficiency 
and is exception to general rule that in- 
terest on deficiency accrues at rate of 
6%. Rev. Rul. 56-622, I.R.B. 1956-49, p. 25. 
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CONDENSED STATEMENT OF CONDITION, DECEMBER 31, 1956 





Bank Premises. . . 
Other Real Estate . 
Other Assets. .. 1. 1 ee ee « 


ASSETS 


Cash on Hand andin Banks ... . 
United States Government Securities. .... . 


State, Municipal and Other Securities, including 
Stock of the Federal Reserve Bank 
Loans and Discounts . ..... - 


a ae a a $ 282,040,934.83 


350,247,964.81 


115,339,866.48 
734,467,252.21 

3,020,542.81 
. 1.00 
. 6,588,884.18 


$1,491,705,446.32 








LIABILITIES 





Capital Stock ...... - $ =17,500,000.00 
eae ee ee 67,500,000.00 
Undivided Profits ..... 6,328,982.60 

Capital Funds $ 91,328,982.60 
DEPOSITS 


Commercial and Savings - $1,339,775,838.35 
Estates and Corporate Trust . 49,635,701.06 1,389,411,539.41 


Accrued Taxes, Interest,etc. ....+++s«e«e-s 8,673,208.46 
eee os be SG 6 SO em we SS RS 2,291,715.85 








$1,491,705,446.32 


United States Government Securities carried at $122,934,294.00 are pledged tosecure U. S. Govern- 
ment Deposits and other Public Funds and for other purposes as required or permitted by law. 





Assets are shown NET after deducting Valuation Reserves. 


welcomes individuals and corporations 
seeking new or additional banking services. 


63 CONVENIENT OFFICES 
Northern Ohio: 
Painesville * Willoughby ¢ Bedford « Solon 
L Lorain and 


f Ohio’s Largest Bank } 








Everywhere in Greater Cleveland 
COMMERCIAL - TRUSTS / 


SAVINGS -« 
Largest branch banking system between New York and California 
730,616 SAVINGS AND CHECKING DEPOSITORS 


Member: Federal Deposit Insurance Corporation 


Federal Reserve System 
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Books 

















Contracts to Make Wills 


BERTEL M. SPARKS. New York University 
Press, Washington Sq., New York 3. 230 pp. 
$5.00. 

Recognizing that a contract to devise 
and bequeath is not an estate planning 
device favored by lawyers, Professor 
Sparks feels that it can be an ap- 
propriate tool and this, plus the fact 
that it is resorted to widely by laymen, 
justifies the profession’s re-appraisal of 
the legal relations and consequences of 
such a contract. 


Among the illuminating chapters are 
discussions of the promisor’s right to 
rescind, effect of the contract on probate, 
remedies available to the promisee after 
death, and effects on rights of the sur- 
viving spouse. The concluding chapter 
points out the situations wherein a con- 
tract to make a will is a suitable, and 
perhaps the only, solution for the desires 
of prospective testators. Although no 
regard is paid to estate tax implications, 
the book is otherwise a comprehensive 
as well as clear analysis of a relatively 
unfamiliar area of the law. 


How to be a Woman of Property 


HARRIET GARDNER PALMER. Henry Holt 
& Co., New York 17. 221 pp. $2.95. 


This book is frankly about making 
money. It is not about a program for 
family protection, but entirely a study 
of how to put excess savings to work on 
the stock market. 


The author explains how the market 
works and what tools the individual needs 
for learning to evaluate stocks and make 
purchases and sales. The place of mutual 
funds is discussed, and trust depart- 
ments are mentioned in a discussion of 
investment advisers, but the emphasis 
is on the individual’s own investigations 
and decisions. 


“Investment management is an art” 
the author says. But to one who wants 
to learn the art, and who is willing to 
put in an hour every day and an invest- 
ment of several hundred dollars in equip- 
ment and services, the book offers many 
sound suggestions. 


How to Gain Security and Financial 
Independence 


IRA U. COBLEIGH. Hawthorn Books, 
New York 11. 288 pp. $4.95. 


Inc., 


This book is remarkable for three qual- 
ities. Its wide coverage (saving, life in- 
surance, retirement, home ownership, 
debt, investing) makes it usable to a sheer 
financial beginner or a fairly well estab- 
lished investor. It is specific — tells you 
how much to put in a savings account, 
which stocks to buy and why. It speaks 
good common sense in language anyone 
can understand. 


ARTICLES 


Recent Developments in the Marital 
Deduction 

GEORGE D. WEBSTER. Journal of C.L.U.’s, 

Winter 1956 (3924 Walnut St., Philadelphia 4; 

$1.50). 

During the eight years since the mari- 
tal deduction was enacted there have been 
more than 25 judicial decisions, 10 pub- 
lished rulings, and more than 100 law 
review articles and tax institute lectures. 

This article reviews four situations in 
which the question of “passing” has 
arisen, discusses computation problems, 
and explains the five conditions under 
which trusts and insurance or annuity 
proceeds may qualify for the marital de- 
duction. 


Conflict Avoidance in Inter Vivos 
Trusts of Immovables 
WILLIAM TUCKER DEAN 


Conflict Avoidance 
Planning 


in Succession 


EUGENE F. SCOLES & MAX RHEINSTEIN 
Law and Contemporary Problems, Summer 
1956 (Duke University School of Law, Dur- 
ham, N. C.; $2). 


These articles are part of a symposium 
on the preventive law of conflicts, Their 
objective is, within the area of their 
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respective titles, to point up the applica- 
ble rules, varying as they may from state 
to state, so that the draftsmen of living 
trusts and wills may avoid to the fullest 
possible extent the difficulties and con- 
fusions arising out of conflicts questions, 

(A section on Trusts is included in an 
article on “Public Policy” in the Con- 
flict of Laws, by Monrad G. Paulsen & 
Michael I. Sovern, in the Nov. 1956 issue 
of Columbia Law Review — New York 
27; $1.50.) 


OTHER ARTICLES 


Taxation of Capital Gains by Trusts, 
Note: Tax Law Review, Nov. 1956 (N.Y. 
U., Washington Sq. S., New York 3; $2) 

Life Estate with a Power of Disposal, 
Note: Notre Dame Lawyer, Dec. 1956 
(Notre Dame, Ind.; $1.25) 

Pension and Profit Sharing Plans 
(from Lawyer’s Viewpoint), by Herman 
E. Taylor: Mississippi Law Journal, Dec. 
1956 (University, Miss.; $1.50) 

Taxation of Multiple Trusts, Com- 
ment: 24 Univ. of Chicago Law Review, 
156 (5750 Ellis Ave., Chicago 37; $1.75) 

Work of Missouri Supreme Court in 
1955 (Property), by Willard L. Eck- 
hardt: Missouri Law Review, Nov. 1956 
(Columbia, Mo.; $1) 

1956 Survey of New York Law (inter 
alia, future interests, trusts and admini- 
stration, succession, insurance): N.Y.U. 
Law Review, Washington Sq. S., New 
York 3; $3) 

Dispositions of Property to Unincor- 
porated Non-Profit Associations, by Har- 
old A. J. Ford: Michigan Law Review, 
Nov. Dec. 1956 (Ann Arbor; $1.50 each) 

Conflict of Laws — Extended Applica- 
tion of Res Judicata in Administration 
of Decedents’ Estates, Comment: Ibid. 

Recent Changes in the Rules for Gifts 
to Minors (How the Trouble Has Been 
Cleared Up), by Dwight Rogers, John G. 
Forbes & Henry Cassorte Smith: Univ. 
Pittsburgh Law Review, Summer 1956) 

Areas of Possible Surcharge Risk un- 
der the Prudent-Man Rule, by Morton 
Smith: Trust Bulletin, Nov. 1956 (12 E. 
36th St., New York 16; 35¢) 


Charitable Remainders and the Income 
Tax, by Joseph D. Garland: The Catholic 
Lawyer, Oct. 1956 (96 Schermerhorn St., 
Brooklyn 1; $1.50) 

Troublesome Will Provisions, by Wil- 
liam K. Stevens: Taxes, Dec. 1956 (4025 
W. Peterson Ave., Chicago 30; 60¢) 


The Proposed Federal Estate Tax 
Regulations, by James P. Johnson: [bid. 


Recent Developments in Taxation of 
Executive Compensation, by Leslie Mills: 
Ibid. 


The Law of Testamentary Disposition 
(of Dead Bodies) — A Legal Barrier to 
Medical Advance, by Marvin I. Barish: 
Temple Law Quarterly, Fall 1956 (1715 
N. Broad St., Philadelphia 22; $1.25) 
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CHARITABLE TRUSTS — Exclusion of 
Negroes under Girard Will Upheld 


Pennsylvania—Supreme Court 


Estate of Stephen Girard, deceased, Filed 
November 12, 1956. 


Stephen Girard died in 1831, leaving 
a will made two years before, and an 
estate which presently amounts to $98,- 
000,000. He gave a number of bequests 
to charity generally, and to the City of 
Philadelphia for the improvement of the 
City, but the main provisions of his will 
were a detailed plan for an orphan estab- 
lishment to rear and educate poor white 
male orphans. He established a trust for 
this purpose and appointed the City of 
Philadelphia a trustee in order to secure 
a perpetual Trustee. 


Two negro boys who were otherwise 
qualified were refused admission by the 
Board which administers the numerous 
trusts of which the City is trustee, and 
this case arose out of that refusal. The 
lower Court unanimously sustained the 
action of the Board and the boys, as 
well as other departments of the City 
and State, appealed. (See Feb. 1956 T&E, 
b. 171.) 


HELD: Affirmed. After reviewing the 
prior decisions of the U.S. Supreme 
Court and of the Pennsylvania Supreme 
Court sustaining the validity of the will 
and reaffirming the rights of an indi- 
vidual to dispose of his property at death 
as he sees fit, the Court said the question 
was whether the limitation to white chil- 
dren has become invalid as a result of 
the 14th Amendment to the U.S. Consti- 
tution. Finding that the amendment ap- 
plies only to State action and not to 
individual action, the Court narrowed 
the question to whether the administra- 
tion of the trust by the City constituted 
State action. The Court found not only 
from the will, but from the history of 
the administration of the trust, that it 
was a private charity administered by a 
public trustee. The Court further pointed 
out that if the City should become dis- 
qualified as trustee because of alleged 
discriminatory provisions of the will, a 
hew trustee should be appointed rather 
than a change in the specific provisions 
of the will. 


The dissenting Justice based his opin- 
ion on the fact that the State and City 
had adopted many enabling statutes for 
the establishment of the School without 
which it could not have been established 


January 1957 








and therefore the School is based on 


State action. 


DRAFTING — Distribution in Kind at 
Tax Values under Marital Deduc- 


named her husband executor and em- 
powered the executor to distribute any 
asset in kind at its appraised value. 
HELD: “Appraised value” meant the 
date of death value for death taxes. The 
husband’s interest as beneficiary must 
not conflict with his fiduciary duty as 
executor to the other beneficiaries. He 
may not select assets for distribution to 
himself in satisfaction of his legacy 
which are favorable to him and deliver 
to other beneficiaries assets which have 
not appreciated in value in the same 
proportion as those distributed to him. 


The purported authority to the ex- 


tion Formula Clause 
New York—Appellate Division, Fourth Dept. 
Matter of Bush, N.Y.S. 2d 897. 
The testator bequeathed to her hus- 
band the sum necessary to give him one- 
half of the adjusted gross estate. She 


ecutor to use his discretion in making 
distribution in kind violates Decedent 
Estate Law Section 125(2). The decree 
was directed to be modified to provide 
for allocation of the distributable assets 
as between the husband’s legacy and the 
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other interests under the will in such 
manner that the husband and the other 
beneficiaries would enjoy and suffer pro- 
portionately the appreciation and depre- 
ciation of the various assets. 


NOTE: Matter of Jephson, N.Y.LJ. 
Nov. 13, 1956, Surr. Court, New York 
Co., also involved a pecuniary marital 
deduction formula legacy, with power to 
distribute in kind, which also led to liti- 
gation — but which involved peculiar 
facts so that the Section 125 issue was 
not presented. Cases of this kind should, 
but probably will not, give pause to 
draftsmen who still use formula clauses 
without being aware of the possible con- 
sequences. (See “Leaping in the Dark,” 
Oct. 1954 T&E, p. 922.) 


FIpUCIARIES — Evidence of Trustee’s 
Misconduct Admissible in Action 
to Remove Him as Executor 

New Jersey—Supreme Court 
In re Breckwoldt, 125 A. 2d 721. 


Executor and trustee of decedent’s es- 
tate had been removed as trustee under 
inter vivos trust created by decedent, for 
misconduct in office. Action is now 
brought for his removal as executor and 
trustee of estate. Issue is raised whether 
court could take judicial notice of record 
in prior disciplinary proceeding. 

HELD: Malfeasance in one office as 
trustee is inconsistent with continuance 
in another as executor and trustee. Here, 
records of both proceedings were before 
court, and it could take judicial notice 
of prior disciplinary action. 


Joint TENANCY — Creation of Es- 
tate by Entireties in Bank Account 
Florida—Supreme Court 
In re Estate of E. L. Lyons, 90 So. 2d 89. 


A bank account was opened in the 


name of “E. L. Lyons or Mrs. E. L. 
Lyons.” Both parties signed a card which 
contained no reference to right of sur- 
vivorship or other elements of an estate 
by the entireties. Two and a half years 
after this account was opened, Lyons 
closed the account and opened a new 
account in the same bank in his name. 


The second account was opened by 
Lyons in another bank in his own name 
and three years later changed to the 
names of “Mr. or Mrs. E. L. Lyons.” 
When the change was made, both dece- 
dent and his wife signed the signature 
card which recognized that either could 
withdraw funds and also bore a rubber 
stamp notation that the depositors were 
‘Joint owners, payable to either or to 
survivor.” Without closing this account, 
Lyons later had his wife’s name stricken 
from the account. 


During his lifetime, Lyons cashed $5,- 
500 of Government bonds registered in 
his and his wife’s name and purchased 
a similar amount of new bonds payable 
to him. 


Upon Lyons’ death, his widow claimed 
both bank accounts and the $5,500 in 
bonds. The Court originally held that 
the first account which carried no agree- 
ment on the signature card or the de- 
posit agreement indicating that the ele- 
ments of a joint tenancy or an estate by 
the entireties had been established, had 
given the wife no rights other than the 
right to draw on the account and that 
the decedent’s action in withdrawing all 
the funds and redepositing them to his 
name alone did not violate any right of 
his wife and she had no claim thereto. 


As to the second account, the Court 
originally held that the widow was en- 
titled to the proceeds because the nota- 
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tions on the signature card created 
an estate by the entireties and that the 
decedent could not destroy that estate 
by the simple device of having the bank 
clerk strike the wife’s name from the 
account. The Court reasoned that an 
estate by the entireties could be created 
without the usual “unity of control” be- 
ing present since the agreement con- 
tained on the signature card expressly 
constituted each party the agent of the 
other for making withdrawals. 

In connection with the bonds, the 
Court pointed out that under the Fed- 
eral regulations governing their issuance 
and payment, either of the two named 
owners could convert the bonds into cash 
and that the survivor alone had this 
right. Thus, where the decedent pur- 
chased bonds payable to him or his wife 
he did not create an estate by the en- 
tireties so as to preclude him from sell- 
ing the bonds. 


On rehearing, the Court reversed its 
position as to the second bank account, 
simply holding that where a joint ac- 
count is opened and the signature card 
is rubber stamped with a notation “joint 
owners, payable to either or to survivor,” 
it was insufficient to establish the inten- 
tion of the parties to create an estate 
by the entireties. While it is not clear 
from the opinion on rehearing, it would 
appear that the Court has not abandoned 
its rule that an estate by the entireties 
may be established in a bank account 
despite the lack of unity of control usu- 
ally present in these acounts but it 
simply held that evidence of an attempt 
to create such an estate was not present. 


JURISDICTION — Procedure for De- 
termining County in Which Estate 
is to be Administered 


Oklahoma—Supreme Court 

Whitney v. Cook, County Judge, Seminole 

County; Putney v. Mauzy, County Judge, Tul- 

sa County, 27 O.B.A.J. 1880. 

This case involved an original action 
in the Supreme Court for a writ of pro- 
hibition, the purpose of which was to de- 
termine which of two county courts had 
jurisdiction to administer a decedent’s 
estate. The County Court of Tulsa 
County had found that decedent was an 


intestate resident of said county, and up- | 


on that basis issued letters of admin- 
istration. Two months later petition was 
filed in Seminole County for admission 
to probate of an alleged will on the 


ground that the decedent was a resident | 


of that county. The County Court of 


Seminole County found that he was 4 | 
resident of said county, and on that basis [7 


issued the special letters of administra- 
tion. 

HELD: Writ of prohibition granted 
against the County Court of Seminole 
County. The grant of letters of admin- 
istration by the County Court of Tulsa 
County imported jurisdiction in said 
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court to do so, since letters were first 
granted in said county. The persons con- 
tending for Seminole County as the de- 
cedent’s residence could attempt to prove 
their contention in the Tulsa County pro- 
ceeding. Upon the establishment of said 
contention, the County Court of Tulsa 
County should revoke the letters granted 
by it, and close and dismiss the proceed- 
ing in said County. The question of fraud 
in concealing facts which allegedly would 
have shown that the decedent did not 
reside in Tulsa County must be tried to 
the County Court of the county first 
granting letters of administration, and 
cannot be the basis of the petition for 
writ of prohibition. 


PowERS — Limitations — Trustee 
May Not Look to Beneficiary’s 
Other Resources in Determining 
Support Payments 


Missouri—Supreme Court, en Banc 
Winkel v. Streicher, 295 S.W. 2d 56. 


Testatrix’s will created a trust for the 
benefit of her niece Lillie, which provided 
that 


“(2) The trustee shall pay the net in- 
come and any part of the corpus of the 


estate, as he in his sole discretion deems 
necessary, to my niece, Lillie Streicher or 
her guardian or to any person or corpora- 


tion caring for her, for the support and 
maintenance of my said niece. 


“(3) The trust shall terminate upon the 


death of my niece, Lillie Streicher, and at 
that time the corpus of the trust estate, 
including any accumulated income, shall 
be transferred, paid and delivered as here- 


inafter provided in Article Fifth of this 
will.” 


At the time this will was made, and at 
all times thereafter, Lillie was incapaci- 
tated and was being cared for in a speciai 
home. 


More than a year after testatrix’ 
death, Lillie’s mother made a will in 
which she left her entire estate to Lillie’s 
sister (plaintiff herein), with the stated 
understanding “that she will pay for 
the support and maintenance of my 
daughter, Lillie Streicher, as long as 


» she may live.” 


The trustee under testatrix’ will made 
payments for Lillie’s support from trust 
income until plaintiff received the be- 


| quest under her mother’s will. Thereupon 


ident 4 é ; 
» the trustee to continue making payments 


the trustee ceased making payments. 


> Plaintiff brought suit to construe testa- 


we 


trix’ will and to secure an order directing 


from the trust estate. 


HELD: The trustee was not authorized 
to withhold support payments even 


» though the beneficiary might have an- 


other source of support from her sister 
under her mother’s will. 


Parole evidence that testatrix had 
said prior to making her will that she 
intended to provide for Lillie, if Lillie’s 


January 1957 


parents did not, was inadmisisble. Under 
all of the circumstances, the reasonable 
interpretation of testatrix’ will was 
that the trustee had discretion as to mak- 
ing support payments out of corpus, but 
had no discretion as to payment of the 
trust income. 


Since the trust income was not suffi- 
cient for Lillie’s support, it would be 
necessary to make payments from corpus 
unless the trustee could consider the 
other means of support provided for 
Lillie in her mother’s will. There is a 
conflict of authority in other jurisdic- 
tions on the question whether a_ bene- 
ficiary is entitled to support out of the 
corpus of a trust fund when he has other 
resources. The question was an open one 
in Missouri. 


Because of the many possible varia- 
tions in language, circumstances, and 
properties, no general rule is available 
other than that the intention of the 
trustor must govern. The Court was 
inclined to consider the Restatement rule 
(not to consider other resources) as the 
better rule. Considering all the circum- 
stances in this case, the Court construed 
the trust provisions as an absolute gift 
of support and maintenance and held 
that the trustee was not authorized to 
withhold what was reasonably necessary 
for that purpose because of the provision 
made for Lillie in the subsequent will of 
her mother. 


REVOCATION — Tearing Insufficient 
to Revoke Will 


Mississippi—Supreme Court 
McCormack v. Warren, 89 So. 2d 702. 


The will in issue was prepared by an 
attorney and typewritten in duplicate, 
with both copies duly executed by T. 





Both copies remained in possession of T 
and were found among her valuable 
papers after her death. The ribbon copy 
had been mutilated by five separate tears 
from the bottom of the sheet to points 
opposite or above the signature of T but 
no part of the ribbon copy had been torn 
off, and the signatures of T and the sub- 
scribing witnesses were plainly legible. 
The executed carbon copy was neither 
torn nor wrinkled. 


The lawyer who prepared the will 
testified for the contestants that several 
years after its execution T stated that 
she wanted to revoke it and asked how 
to revoke it and he told her to tear it 
up and throw it away. T later had a 
new will prepared by the same attorney, 
disposing of her property in a different 
manner. However, T never executed this 
will which remained in her possession at 
her death. 


The lower court found that the evi- 
dence was insufficient to establish revo- 
cation, 


HELD: Affirmed. 


TAXATION — Estate & Inheritance — 
Effect of Increase in Fees after 
Death on Deduction 


California—Supreme Court 


Estate of Skinker, 47 A.C. 295 (Nov. 
1956). 


20, 


HELD: For purpose of inheritance tax 
deduction, rate of compensation allowed 
executors and attorneys at time of death 
of decedent prior to September 7, 1955, 
applied and not the increased schedule 
effective on that date, pursuant to a 
1955 statute. 


NOTE: The Court does not apply to 
the deduction for inheritance taxes the 
rule which it applied in Estate of John- 
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ston, 47 A.C. 267 and in Estate of Frank- 
lin, 47 A.C. 307, in both of which it was 
held that the rate of compensation in ef- 
fect at time compensation is allowed gov- 
erns rather than rate in effect at time of 
decedent’s death. The criticism by this 
writer of the Skinker decision in the Dis- 
trict Court of Appeal (Sept. 1956 T&E, 
p. 853), was not upheld by the Supreme 
Court. In so far as the Supreme Court’s 
decision rests upon interference with 
vested rights in such cases, it is con- 
trary to the principle of Cahen v. Brew- 
ster, 203 U.S. 543, 51 L.Ed. 310, 27 
S.Ct. 175, cited in the taxpayer’s peti- 
tion for hearing in the Supreme Court. 
Construing the inheritance tax law, the 
Court concludes that it “keys everything 
to the date of decedent’s death.” 


WILLs — Construction — Specific 
Language Did Not Vary Rule 
Charging Bequests Against Realty 


Ohio—Court of Appeals, Summit Co. 
Moore v. Snyder, 137 N.E. 2d 887. 


Testatrix in 1953 executed a will mak- 
ing bequests of the aggregate sum of 
$45,000 to seventeen persons and insti- 
tutions. The residue was given to a 
church and a college. Thereafter, she 
executed two codicils. The first revoked 
the residuary clause and gave the residue 
to a niece. The second comprised the 
following: 


“T hereby devise and bequeath unto the 
Grace Reformed and Evangelical Church 
of Akron, Ohio, the sum of Ten Thousand 
Dollars ($10,000.00) in money, the same 
to be devoted to such purposes as its board 
of trustees may direct. The devise and 
bequest under this item shall become a 
charge upon the property, real and person- 
al, of my residual estate.” 


At testatrix’s death, the value of her 
personal property was $40,500 and of 
her real property was $14,000. However, 
debts and costs of administration ap- 
proximated $10,200 so that the assets, 
real and personal, were insufficient to 
pay all the bequests. 


HELD: The language of the bequest 
to the church, making the bequest a 
“charge upon the property, real and 
personal, of my residual estate,” added 
nothing to the general rule that if per- 
sonal property is insufficient to satisfy 
general pecuniary legacies, under such 
language as was used in the present will, 
the legacies then become a charge and 
must be paid out of the realty passing 
under the residuary clause. The church 
therefore must be given the same stand- 
ing as other general legatees and must 
share proportionately in the assets. 


WILLs — Construction — Survivor- 
ship of Life Tenant —- Remainder 
Vested 


Maryland—cCourt of Appeals 
Johnson v. Swann, 126 A. 2d 603. 


After bequeathing certain stock to his 
widow in trust for life the testator de- 
clared “and upon the death of my wife 
said trust shall cease, or if she should 
predecease me, I hereby give and be- 
queath the aforesaid stock” (to his four 
named children) “per stirpes and not per 
capita.” The residue of the estate was 
left to the widow. This was a bill for a 
declaratory decree to determine that a 
child could sell his one-fourth remain- 
der interest in certain stock free and 
clear of the claims of his own children. 


One of the grandchildren contended 
(1) that the language following the 
phrase “upon the death of my wife said 
trust shall cease” related only to the 
disposition in the event she should have 
predeceased the testator and that since 
she did survive the testator and no dis- 
position was made of the corpus of the 
terminated trust it passed to the widow 
under the residuary clause and (2) if 
there was a remainder interest created 
it was only a contingent one subject to 
being divested in the event the child 
failed to survive the widow. The chancel- 
lor found the children had _ received 
vested and disposable interests. 


HELD: Affirmed. While the will had 
a verbal gap between the termination 
of the trust and the subsequent bequest 
of the stock the testator intended his 


children to take vested remainders. If 
the testator intended the remainder to 
pass to the widow under the residuary 





clause there would be no point in creat- 


ing a trust and life estate. The grand- 


child placed her chief reliance on the | 


words “per stirpes, not per capita,” but 
this phrase has no meaning at all with 
regard to named beneficiaries. 


A 2 A 
WILL LIMITATIONS UPHELD 


“Needy, white Protestants” who are 
blind and deaf will be potential bene- 
ficiaries of the will of Sarah Parten- 
heimer, a retired school teacher who died 
October 21 at the age of 83. The be- 
quests were $5,000 each to three char- 


2 ABB SBA at atest enh ihn tat 


itable institutions for purchase of hear- | 


ing aids, Braille books and seeing-eye 
dogs. The will was probated only a few 
days after the Pennsylvania Supreme 
Court upheld provisions in the will of 
Stephen Girard limiting enrollments in 
Girard College, to “poor, white, male 
orphans.” Miss Partenheimer left the 
bulk of her estimated $57,500 estate to 
the Society of Friends. 
A A A 

@ The decision of the California District 
Court of Appeal in Estate of Johnston, 
reported in Oct. 1956 T&E, p. 981, has 
been affirmed by the Supreme Court, 47 
A.C. 267. 
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How Glidden is growing with the 
big new demand for rubber products 


Rubber. which used to be thought of only in terms of 
“bounce” and “stretch”, is now demonstrating that 
these are unimportant in most rubber products. And, 
as a result, there has come a great growth in the 
rubber industry. 

Whether for long-wearing floor tile, colorful kitchen 
accessories. soles for tennis shoes, or white sidewall 
tires—or a myriad of modern-day rubber products— 
Glidden contributes color as well as special ingredients 
for softness or hardness which meet the needs of this 
growing market. 

Every division of The Glidden Company is “in the 
rubber business”. Pigment colors and purest white 
titanium dioxide come from the Chemicals-Pigments- 
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Metals Division. From Southern Chemical Division 
come pine tar and rosin oils, used as tackifiers and sof- 
teners in rubber. Dipentene is used as a solvent. 

Fatty-acid oils, by-products of vegetable-oil refining, 
come from the Durkee Food Division. The Chemurgy 
Division produces lecithin for use as a blending and 
homogenizing agent. And the Glidden Paint Division 
supplies dressings for tires and other rubber products. 

Thus Glidden grows with the expanding rubber 
industry and its many markets. And this is typical of 
the way Glidden grows—through helping improve prod- 
ucts. develop new ones, or reduce costs for the growth 
industries Glidden serves. The Glidden Company, 
Cleveland 14, Ohio. 
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Attorneys. This call can save you work ! 


As you know, it takes a lot of time, experi- 
ence and hard work to produce an estate plan. 
It also takes a thorough knowledge of all 
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That’s why a Connecticut General representa- 
tive can be of real help in this, work. 


He is thoroughly familiar with personal and 
estate insurance, business insurance and pen- 
sion plans. He is also specially trained in 
estate planning . . . knows how to work with 


attorneys, trust officers and accountants. 


Take advantage of bis experience and special 
knowledge . . . to serve your clients and save 
you time and work. Give him a eall .. . or 
write Connecticut General Life Insurance 
Company, Hartford. 
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